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PREFACE 


The  Rate  Setting  Commission  has  the  sole  responsibility  for  establishing 
fair,  reasonable  and  adequate  rates  of  reimbursement  for  services  delivered  to 
publicly-assisted  individuals  by  health  care,  educational,  social  and 
rehabilitative  providers.    In  addition,  the  Commission  approves  rates  of  payment 
entered  into  under  contract  between  any  hospital  service  corporation  and 
provider  for  the  furnishing  of  health  services. 

In  recent  years,  the  responsibilities  of  the  Rate  Setting  Commission  have 
grown  con's iderably.    Since  1976,  the  Commission  has  reviewed  and  approved  hospital 
charges  under  Chapter  409  of  the  Acts  of  1976  (charge  control),  the  hospital 
charge  review  system.    Also,  there  has  been  increased  responsibility  in  the 
establishment  of  rates  for  social  service  programs,  with  a  new  emphasis  in  this 
area  to  refining  its  financial  analysis  capabilities. 

The  Commission  sees  its  scope  of  services  to  include  assistance  to  other 
agencies  or  governmental  units  with  responsibilities  in  health  or  social  service 
regulation.    For  example,  Commission  staff  assist  the  Office  of  Determination  of 
Need,  Department  of  Public  Health,  in  the  financial  review  of  apolications  for 
capital  expenditures.    There  is  also  a  close  working  relationship  with  the  Office 
of  the  Attorney  General  for  the  investigation  of  Medicaid  fraud. 
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I.    MANAGEMENT  OF  COMMISSION  AFFAIRS 


A.  AUTHORITY 

During  fiscal  year  1980,  the  Commission  was  responsible  for  six  significant 
areas  of  activity: 

(1)  The  Commission  has  the  responsibility  of  establishing  fair,  reasonable 
and  adequate  rates  to  be  paid  by  governmental  units  to  "providers  of  health  care 
services"  (G.L.  c.  6A,  s.  32).    These  providers  of  health  care  services  included 
accommodations,  as  well  as  persons  providing  social,  education,  and  rehabilitative 
services. 

Under  this  jurisdiction,  the  Commission  determined  the  rates  to  be  paid  by  the 
Commonwealth  for  a  variety  of  medical  and  health  related  services,  invluding  the 
services  of  hospitals,  long  term  care  facilities,  physicians,  pharmacists,  dentists, 
home  health  agencies,  neighborhood  health  centers  to  name  but  a  few  provider  groups. 
The  majority  of  providers  were  those  from  whom  services  were  purchased  under  the 
medical  assistance  program  administered  by  the  Department  of  Public  Welfare. 

In  addition  to  medical  and  health  related  services,  the  Commission  established 
rates  for  social,  rehabilitative,  and  educational  services.    Originally  the 
Commission  was  responsible  for  setting  rates  for  a  variety  of  child  care  programs 
purchased  by  the  Departments  of  Education,  Mental  Health,  Public  Health,  Public 
Welfare,  Youth  Services  and  the  Office  for  Children  for  the  provisions  of  training, 
instruction,  residential  treatment,  support  and  day  care  services  for  certain 
blind,  deaf,  aphasic,  and  emotionally  disturbed  children  and  youthful  offenders, 
and  for  such  services  and  accommodations  purchased  by  the  Department  of  Elder 
Affairs. 

However,  Section  12  of  Chapter  1229  of  the  Acts  of  1973,  greatly  expanded  the 
services  and  accommodations  for  which  the  Commission  would  be  responsible. 
Effective  July  1,  1975,  the  term  "general  health  suDplies,  care,  social, 
rehabilitative,  or  educational  services  and  accommodations"  was  amended  to 
include  all  such  services  that  were  not  previously  subject  to  Commission 
consideration.    Included  in  this  change  was  all  services  pruchased  by  state 
agencies  and  local  educational  authorities  pursuant  to  Chapter  766  of  the  Acts  of 
1972,  the  special  education  law. 

(2)  The  Commission  received  temporary  responsibility  in  July  1975  for  review 
and  approval  of  hospital  charge  increased  to  the  general  public,  through  the 
enactment  of  Chapter  424  of  the  Acts  of  1975.    This  responsibility  was  made 
permanent  and  broadened  through  the  enactment  of  Chapter  409  of  the  Acts  fo  1976, 
effective  October  15,  1976.    The  purpose  of  this  act  was,  in  part,  to  reorganize 
immediately  the  health  care  delivery  system  of  Massachusetts  in  an  equitable  and 
feasible  manner  for  all  citizens  of  the  Commonwealth. 

(3)  The  Commission  had  the  responsibility  of  establishing  fair  and  adequate 
charges  to  be  used  by  state  insittutions  for  general  health  supplies,  care,  social, 
rehabilitative  or  educational  services  and  accommodations.    (G.L.  c.  6A,  s.  32). 
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The  charges  are  based  on  actual  costs  incurred  by  each  state  institution 
reasonably  related,  in  the  circumstance  of  each  institution,  to  the  efficient 
production  or  delivery  of  these  services  in  each  setting.    Under  this  authority 
the  Commission  determined  the  rates  to  be  charged  by  state  hospitals  operated  by 
the  Departments  of  Mental  Health  and  Public  Health,  Soldier's  Home  of  Massachusetts, 
and  the  Soldier's  Home  in  Holyoke,  and  schools  for  the  mentally  retarded,  and  other 
faci lities. 

(4)  The  Commission  had  the  responsibility  for  approving  contracts  between 
Blue  Cross  of  Massachusetts  and  providers  of  health  services  and  for  approving 
rates  and  final  settlements  under  these  contracts.    (G.L.  c.  176A,  s.  5).  Under 
this  authority  the  Commission  approved  Blue  Cross  participating,  cooperating, 
and  pilot  program  contracts  with  hospitals,  mental  health  centers,  long  term  care 
facilities,  pharmacists,  detoxification  centers,  and  health  maintenance 
organizations. 

In  exercising  this  authority,  particularly  as  it  relates  to  hospitals, 
Commission  action  exerts  a  major  influence  in  controlling  the  cost  of  premiums 
paid  by  Blue  Cross  subscribers. 

(5)  The  Commission  was  responsible  for  establishing  rates  to  be  paid  for 
general  health  supplies  and  care  by  commercial  insurance  carriers  under  the 
Workman's  Compensation  Act  (G.L.  c.  152  s.  13)  administered  by  the  Industrial 
Accident  Board. 

(6)  The  Commission  had  the  responsibility  of  approving  estimated  receipts  of 
the  City  of  Boston  from  the  provision  of  health  services  (Chapter  909  of  the  Acts 
of  1969).    This  authority  has  a  direct  affect  on  the  tax  rate  of  the  City  of 
Boston,  since,  to  the  extent  the  City's  estimated  costs  for  providing  health 
services  are  in  excess  of  the  Commission's  approved  estimate  of  receipts,  the 
differences  must  be  accounted  for  in  tax  levies. 

B.    PROCEDURE  FOR  DEVELOPMENT  AND  REVIEW  OF  RATES 

(1)    Regulations  -  The  Commission  determines  rates  through  regulations.  In 
many  cases,  particularly  for  non-institutional  medical  providers,  the  regulation 
will  contain  a  fee  schedule  which  itself  represents  the  rates  for  services 
provided.    In  the  case  of  institutional  providers,  the  rate  determination  is  in 
the  form  of  a  general  regulation  containing  a  definition  of  allowable  costs  and 
a  process  for  developing  individual  rates  from  the  allowable  costs. 

A  public  hearing  is  held  before  a  regulation  is  promulgated  in  order  to  allow 
for  input  from  affected  providers  and  purchasing  agencies,  as  well  as  from  the 
general  public.    A  notice  of  a  public  hearing  is  filed  with  the  Secretary  of  the 
Commonwealth  and  is  published  in  two  daily  newspapers  and  the  Massachusetts 
Register  prior  to  the  public  hearing. 

Included  in  the  notice  is  the  following  statement:    a  tape  recording  of  the 
proposed  regulation  will  be  available  for  interested  blind  persons  who  reguest 
it.    An  interpreter  will  be  made  available  at  the  public  hearing  for  interested 
deaf  persons  who  have  given  prior  notice  that  they  will  be  present. 
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Copies  of  the  notice  of  a  public  hearing  are  sent  to  interested  parties  and 
to  members  of  the  Advisoty  Council  of  the  Commission.    The  Advisory  Council  also 
receives  copies  of  proposed  regulations.    Additionally,  proposed  regulations 
affecting  hospital  charge  review  (Chapter  409,  Acts  of  1976)  are  subject  to  at 
least  sixty  day  prior  review  and  comment  by  members  of  the  Hospital  Policy  Review 
Board  of  the  Commission. 

During  fiscal  year  1980,  twenty-six  regulations  and  amendments  to  regulations 
were  promulgated  by  the  Commission  at  official  public  Commission  business  meetings 
after  twenty-six  public  hearings.    Three  regulations  were  promulgated  on  an 
emergency  basis.    All  regulations  adopted  during  the  period  July  1,  1979  through 
June  30,  1980  are  listed  in  Appendix  A  under  the  Bureau  responsible  for  their 
preparation  and  administration.    Appendix  B  contains  chronological  listing  of 
public  hearings  held  by  the  Commission  during  fiscal  year  1980. 

Additionally  a  public  hearing  was  held  for  the  purpose  of  soliciting  and 
receiving  comments  from  interested  members  of  the  public  on  criteria  developed 
by  the  Commission  to  be  used  in  its  review  of  the  participating  hospital  agreement 
which  will  be  offered  by  Blue  Cross  of  Massachusetts,  Inc.  to  Massachusetts  hospitals 

Regulations  promulgated  in  prior  fiscal  years  remain  in  effect  and  applicable 
unless  replaced  by  later  Commission  regulations. 

(2)    Rate  Adjustments  -  Providers  who  receive  individual  rates  may  apply  for 
rate  adjustment  once  their  individual  rates  have  been  certified.    Applications  for 
adjustment  may  be  made  in  wirting  to  the  Commission  by  following  the  guidelines 
established  in  the  relevant  regulation  under  which  the  rates  were  adopted.  Upon 
receipt  of  each  request,  bureau  staff  will  conduct  a  timely  review  of  the 
application  for  adjustment  and  the  required  supporting  documentation  and  make  its 
recommendations  to  the  Commission  at  its  weekly  business  meetings,  which  are  ooen 
to  the  public. 

Following  are  examples  of  situations  that,  under  Commission  regulations, 
generally  support  an  adjustment  to  the  rate  originally  certified  by  the  Commission:  ; 

Expenditures  imposed  upon  providers  because  of  laws,  licensing  regulations, 
safety  regulations,  or  any  official  requirement  made  by  a  city,  town,  state,  or 
federal  authority; 

Unusual  or  unforeseen  increases  in  the  reasonable  program  operating  costs 
beyond  the  control  of  the  provider,  (i.e.,  replacement  of  equipment  or  facilities 
due  to  fire  or  flood;  repair  of  major  equipment)  not  contemplated  in  any  inflation 
factors  used  in  developing  the  rate; 

Decreased  or  terminated  funding  from  external  sources  (i.e.,  grants,  subsidies, 
donations) ; 

Mechanical  or  clerical  errors  made  by  the  Commission  staff  in  the  calculation  of 
rates. 
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Generally,  if  the  situation  is  one  of  emergency,  in  that  it  threatens  the 
financial  stability  of  a  program,  and  is  substantial  in  nature,  it  can  be  reviewed 
for  a  possible  rate  adjustment  by  the  Commission,  provided  that  there  is  sufficient 
documentation,  which  sometimes  includes  the  endorsement  by  the  purchasing  state 
agency,  to  justify  such  adjustment. 

(3)    Rate  Appeals  -  On  July  1,  1974,  the  Division  of  Hearing  Officers  was 
established  as  an  agency  of  the  Executive  Office  for  Administration  and  Finance, 
(Section  3,  Chapter  1229,  Acts  of  1973). 

The  Division  hears  appeals  from  the  providers  of  services  who  feel  that  their 
rates  of  reimbursement  are  not  fair.    After  a  formal  appeal  has  been  filed  with 
the  Division  of  Hearing  Officers,  a  hearing  officer  of  the  Division  will  hold  an 
adjudicatory  hearing  in  accordance  with  the  Administrative  Procedures  Act, 
G.L.  c.  30A.    After  all  relevant  testimony  and  evidence  has  been  submitted  to  the 
assigned  hearings  officer,  (s)he  then  prepares  a  written  decision,  which  is 
submitted  to  the  Rate  Setting  Commission. 

If  the  decision  results  in  a  recommendation  for  a  rate  different  from  that 
originally  certified  by  the  Commission,  the  Commissioners  then  establish  a  new 
rate  based  upon  the  statement  of  reasons.    The  Commission  may,  however,  return 
the  decision  to  the  hearings  officer  for  further  investigation  if  the  Commissioners 
determine  that  the  hearings  officer's  statement  of  reasons  is  inadequate  to 
determine  a  fair,  reasonable  and  adequate  rate.    Commission  action  on  a  recommended 
decision  is  taken  by  vote  at  a  bi-weekly  public  Commission  meeting. 

Should  a  party  still  consider  itself  to  be  aggrieved  by  a  decision  of  the  Rate 
Setting  Commission,  it  has  thirty  days  from  receipt  of  such  decision  to  file  a 
petition  for  review  in  the  Superior  Court  for  the  County  of  Suffolk. 

C.  FINANCIAL  STATEMENT 

Appendix  D  of  this  Report  presents  an  analysis  of  the  Commission's  expenditure 
of  state  funds  during  the  fiscal  year  ending  June  30,  1980. 

D.  COMMISSION  STRUCTURE 

(1)    Commissioners  -  Pursuant  to  Section  32,  Chapter  6A,  of  the  General  Laws, 
as  amended  by  Chapter  1229  of  the  Acts  of  1973,  effective  July  1,  1974,  the 
Commission  shall  consist  of  three  members  appointed  by  the  Governor.  The 
Commission  shall  consist  of  a  Chairman  who  shall  have  administrative  experience 
and  an  advanced  degree  in  the  field  of  business  administration,  public 
administration,  or  law.    One  of  the  other  two  members  shall  be  a  certified  public 
accountant  and  one  shall  be  a  person  experienced  in  the  field  of  medical  economics. 
A  further  qualification  is  that  no  more  than  two  members  shall  belong  to  the  same 
political  party.    Each  Commissioner  is  appointed  for  a  term  of  three  years.  The 
initial  appointments  were  for  staggered  term  of  one,  two,  and  three  years. 
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On  July  3,  1974,  Governor  Francis  W.  Sargent  appointed  Stephen  M.  Weiner, 
Chairman  to  a  term  of  two  years,  Shelby  P.  Mudarri ,  Commissioner  to  a  term  of 
one  year,  and  Andrew  H.  Nighswander,  Commissioner  to  a  term  of  three  years.  Since 
the  initial  appointments,  the  succeeding  appointments  have  been  made: 

Commissioner  Shelby  P.  Mudarri  was  reappointed  by  Governor  Michael  S.  Dukakis 
to  a  full  three-year  term  effective  July  3,  1975. 

Chairman  Stephen  M.  Weiner  was  reappointed  by  Governor  Michael  S.  Dukakis  to 
a  full  three-year  term  effective  July  3,  1976.    Chairman  Weiner  resigned  June  30, 
1973. 

Commissioner  Nighswander  was  reappointed  by  Governor  Michael  S.  Dukakis  to  a 
full  term  effective  July  3,  1977.    Commissioner  Nighswander  resigned  effective 
December  31,  1977. 

Commissioner  Stover  was  appointed  January  13,  1978,  to  fill  the  unexpired 
term  effective  July  3,  1977. 

Commissioner  Shelby  P.  Mudarri  was  reappointed  by  Governor  Michael  S.  Dukakis 
to  a  full  three-year  term  effective  July  3,  1973. 

Chairman  Peter  Hiam  was  appointed  October  23,  1978,  to  fill  the  unexpired 
term  effective  July  3,  1976. 

Chairman  Peter  Hiam  was  reappointed  to  a  full  three-year  term  effective 
July  3,  1979. 

(2)  Executive  Secretary  -  The  Commission  shall  appoint  an  Executive  Secretary 
who  shall  be  responsible  for  the  internal  management  of  the  Commission  and  who 
shall  report  to  the  Chairman.    John  A.  Daley  was  appointed  Executive  Secretary 
during  fiscal  year  1975. 

(3)  Bureaus  -  G.L.  c.  6A,  S.33  authorizes  the  Commission  to  establish  such 
bureaus  of  long-term  care  facilities. 

a)    Bureau  of  Hospitals 

Director:    John  C.  Keane 

The  Burean  of  Hospitals  develops  the  rates  of  payment  for  hospitals  providing 
inpatient  and  outpatient  care  to  publicly-aided  and  industrial  accident  patients 
as  well  as  charges  to  the  general  public  for  state  and  county  hospitals. 
Additionally,  the  Bureau  is  responsible  for  evaluating  contracts  between  Blue 
Cross  of  Massachusetts,  Inc.,  and  hospitals  and  making  recommendations  to  the 
Commission  concerning  these  contracts.    The  Bureau  performs  all  hospital  audits 
required  to  establish  public-assistance  rates  and  to  prepare  Blue  Cross  final 
settlements. 
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The  Bureau  also  prepares  an  estimate  of  the  expected  revenue  for  the  City  of 
Boston,  Department  of  Health  and  Hospitals.    The  revenue  projection  is  required 
by  law  to  be  used  in  the  calculation  by  the  city  of  its  annual  tax  rate. 

In  1976  the  temporary  authority  to  review  charge  increases  and  proposed  new 
charges  under  Chapter  424  of  the  Acts  of  1975,  was  made  permanent  pursuant  to 
Chapter  409  of  the  Acts  of  1976. 

Finally,  the  Bureau  performs  financial  analyses  on  major  hospital  applications 
for  Determination  of  Need  approval  by  the  Department  of  Public  Health  at  the 
request  of  the  Department. 

b)  Bureau  of  Long-Term  Care  Facilities 

Pi  rector:    James  E.  Sullivan 

The  Bureau  of  Long-Term  Care  Facilities  develops  the  rates  of  payment  for 
residential  care  provided  by  nursing  and  rest  homes  to  publicly-aided  patients 
and  for  medical,  social  and  rehabilitative  care  and  services  provided  to 
publicly-aided  individuals  in  intermediate  care  facilities  for  the  mentally 
retarded. 

c )  Bureau  of  Community  and  Non-Institutional  Services 

Pi  rector:    Susan  M.  Babin 

The  Bureau  of  Community  and  Non-Institutional  Services  develops  reimbursement 
policies  and  rates  for  community  based  health  care  and  supDort  services  provided 
to  publicly-aided  and  industrial  accident  patients.    The  programs  providing  such 
care  serve  as  alternative  delivery  systems  to  institutions  such  as  hospitals  and 
nursing  homes.    The  emphasis  is  on  ambulatory  and  home  health  care. 

The  Bureau  also  is  responsible  for  establishing  rates  of  payment  for  services 
rendered  to  publicly-aided  and  industrial  accident  patients  by  individual 
practitioners  including  physicians,  dentists,  psychologists,  private  duty  nurses, 
restorative  therapists,  and  others.    Additional  responsibilities  include  rates  for 
such  diverse  services  as  drugs,  ambulances,  orthotics,  and  other  medical  supplies. 

d )  Bureau  of  Educational  and  Social  Services 

Director:    Katherine  M.  Pell 

The  Bureau  of  Educational  and  Social  Services  develops  rates  of  reimbursement 
for  social  and  educational  programs  purchased  by  various  governmental  units. 
These  programs  include  all  services  rendered  to  children  with  special  needs, 
residential  programs  purchased  by  the  Department  of  Youth  Services,  programs 
purchased  under  Chapter  766  -  the  special  education  law,  and  day  care  programs. 


(4)    Support  Units  -  In  addition  to  the  four  Bureaus  of  the  Commission 
mandated  by  G.L.  c.  6A,  S.33,  the  Commission  has  established  the  Bureau  of  Policy 
and  Analysis  to  support  the  work  of  the  Commission  and  its  other  Bureaus.  The 
Commission  maintains  a  legal  department  designated  as  the  Office  of  the  General 
Counsel,  and  an  administrative  section. 

a )  Bureau  of  Pol  icy  jmd_  Analysis 

Pi  rector:    John  Lively 

The  Bureau  of  Policy  and  Analysis  provides  analytical  and  research  services 
to  the  Commissioners  and  to  other  Bureaus.    Research  and  recommendations  from 
this  Bureau  provide  guidance  to  Bureau  Directors  and  the  Commissioners  in  the 
ongoing  review  and  revision  of  Commission  regulations.    The  goal  of  the  Bureau  is 
uniformity  of  reimbursement  methodologies  wherever  practicable,  pooling  of 
information,  and  a  broader  understanding  of  Rate  Setting  Commission  issues. 

b)  Legal  Department 

General  Counsel :    Peter  R.  Leone,  Esq. 

The  Commission's  Legal  Department  is  composed  of  seven  attorneys,  two 
accountants,  and  two  secretaries.    One  of  the  attorneys  works  primarily  on 
Blue  Cross—Commission  legal  matters;  a  second  works  primarily  on  Commission  hospital 
and  charge  control  matters.    Five  attorneys  handle  a  substantial  proportion  of 
the  hearings  before  the  Massachusetts  Division  of  Hearings  Officers.    The  two 
accountants  work  with  attorneys  on  pre-hearing  conferences  and  hearings  on  appeals 
by  long  term  care  facilities.    The  Legal  Department  in  FY  1930  handled  litigation 
in  the  areas  of  Blue  Cross,  Medicaid,  and  hospital  charge  control.    In  addition, 
the  Legal  Department  was  responsible  for  the  monitoring  of  relevant  legislation, 
appearing  at  hearings  before  the  Massachusetts  Division  of  Hearings  Officers, 
and  providing  general  legal  services  to  the  Commission. 

c )  Administration 

The  Executive  Secretary  is  responsible  for  the  Administration  of  the  day-to-day 
operation  of  the  Commission.    Included  in  these  duties  are  personnel,  budget, 
purchasing,  security,  and  liaison  for  the  Commission  to  the  Executive  Office  of 
Human  Services  and  companion  agencies. 

E.    AFFIRMATIVE  ACTION 

On  June  22,  1977,  the  Commission  completed  and  transmitted  "A  Plan  for 
Affirmative  Action  and  Equal  Employment  in  the  Rate  Setting  Commission"  to  the 
Office  of  the  Director  of  Affirmative  Action,  Executive  Office  for  Administration 
and  Finance. 
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The  Plan  was  approved  by  the  Director  of  The  Office  of  Affirmative  Action  on 
December  28,  1977. 

A  copy  of  the  Plan  is  available  for  public  review  at  the  Commission. 

F.  ADVISORY  COUNCIL 

(1)  Council  Structure  -  Under  the  terms  of  G.L.  c.  6A,  S.  34,  the  Commission 
is  to  appoint  an  Advisory  Council  consisting  of: 

(a)  The  Chairman  of  the  Rate  Setting  Commission,  the  Secretaries  of  the 
Executive  Office  of  Human  Services,  Elder  Affiars,  and  Administration 
and  Finance,  and  the  Commissioners  of  the  Departments  of  Public 
Welfare,  Public  Health,  and  Education,  or  their  respective  designees. 

(b)  Eight  members  appointed  by  the  Commission  who  are  to  be  providers 
or  representatives  of  provider  organizations  whose  rates  of 
reimbursement  are  determined  by  the  Commission.    No  one  provider 
group  may  have  more  than  one  representative  unless  each  provider 
group  is  represented  on  the  Council.    Since  the  Rate  Setting  Commission 
sets  rates  for  more  than  eight  classes  of  providers,  it  was  necessary 
for  the  Commission  to  choose  which  provider  groups  are  to  be 
represented  on  the  Council  on  the  basis  of  state  dollars  spent  on  a 
provider  group  and  Commission  plans  for  changes  in  reimbursement 
policies  or  methodologies. 

(c)  Eight  members  appointed  by  the  Commission  who  are  to  be  non-providers 
who  have  demonstrated  experience  in  the  field  of  consumer  advocacy 
and  who  have  no  financial  interest  in  any  provider  of  services 
whose  rates  of  reimbursement  are  determined  by  the  Commission.  Of 
these  eight  non-provider  members,  the  law  specifies  the  source  of 
four:    two  are  to  be  selected  from  recommendations  made  by  statewide 
labor  organizations,  with  one  of  the  two  selected  from  recommendations 
made  by  the  State  Labor  Council  AFL-CIO;  and  two  are  to  be  selected 
from  recommendations  made  by  statewide  organizations  representing 

the  interests  of  the  elderly. 

(2)  Council  Meetings  -  During  fiscal  1930,  the  Council  did  not  meet. 

(3)  Operating  Procedures  -  The  official  operating  procedures  adopted  by  the 
Council  are  on  file  with  the  Commission. 

G.  HOSPITAL  POLICY  REVIEW  BOARD 

(1)    Authori ty  -  G.L.  c.  6A,  S.  34A  mandates  the  establishment  of  a  Rate 
Setting  Commission  Hospital  Policy  Review  Board,  consisting  of  two  members 
designated  by  the  Secretary  of  the  Executive  Office  of  Human  Services  and  nine 
members  appointed  by  the  Governor,  two  from  a  list  of  at  least  six  recommendations 
submitted  by  the  Massachusetts  Hospital  Association,  one  representing  a  teaching 
hospital  and  one  representing  a  non-teaching  hospital;  one  physician  from  a  list 
of  at  least  three  recommendations  submitted  by  the  Massachusetts  Medical  Society; 
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a  non-provider  member  of  the  governing  borad  of  a  health  systems  agency  designated 
pursuant  to  Title  XV  of  the  federal  Public  Health  Service  Act;  one  representing 
non-profit  hospital  service  corporations  under  Chapter  176A;  one  representing 
companies  authorized  to  sell  accident  and  health  insurance  under  Chapter  175;  and 
three  non-providers  with  experience  in  or  knowledge  of  the  delivery  or  financing 
of  hospital  services  and  who  shall  represent  the  interests  and  concerns  of 
business,  labor,  and  the  elderly,  respectively. 

(2)  Structure  -  The  Board  is  composed  of  the  following  members  who  have  been 
appointed  by  the  Governor: 


(3)  Purpose  -  The  Board  is  charged  to  review  and  make  comments  to  the 
Commission  with  respect  to  proposed  regulations  or  rules  of  the  Commission  issued 
pursuant  to  G.L.  c.  6A,  SS.  37-45,  inserted  by  Chanter  409  of  the  Acts  of  1976, 
within  thirty  days  receipt  of  proposed  rules  or  regulations;  and,  to  report 
periodically  at  least  as  often  as  annually  to  the  Governor  and  General  Court, 
with  copies  to  the  Joint  Legislative  Committee  on  Health  Care,  on  its  findings, 
opinions,  and  recommendations  for  legislation. 

(4)  Meetings  -  The  Board  is  required,  by  law,  to  meet  at  least  four  times 
annually.    In  fiscal  year  1930,  the  Board  held  twelve  meetings. 

(5)  Operating  Procedures  -  The  official  operating  procedures  adopted  by 
the  Board  are  on  file  with  the  Commission. 


Name 


Representing 


Louis  Alfano,  M.D. 
Paul  Vielkind 
Robert  Johnson 
Arthur  Carty 
Henry  DiPrete 
William  SI  usher 
Michael  Roberts 
Dennis  Irish 
Richard  Rowland 


Physicians 

Teaching  Hospitals 

Community  Hospitals 

Blue  Cross  of  Massachusetts ,  Inc. 

Other  Health  Insurance 

Health  Systems  Agencies 

Labor 

Busi  ness 

Elderly 
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II.  THE  FORMULATION  OF  REIMBURSEMENT  POLICY:    ANALYSIS  OF  COMMISSION  ACTIVITY  BY 
BUREAUS  AND  SUPPORT  UNITS 

A.    BUREAU  OF  HOSPITALS 

Introduction 

The  RSC's  governing  statute  specifically  requires  that  there  be  a  Bureau  of 
Hospitals.    This  Bureau  carries  out  a  range  of  hospital-related  responsibilities 
which  have  been  given  to  the  Commission.    These  responsibilities  are  described 
below. 

Hospital  Bureau  Responsibilities  -  Overview 

The  Bureau's  major  responsibilities  include: 

1)  t establishment  of  prospective  rates  of  payment  for  hospitals  for 
publicly-aided  patients; 

2)  review  and  approval  of  contracts  between  Blue  Cross  of  Massachusetts,  Inc. 
and  hospitals  and  approval  of  rates  developed  under  such  contracts; 

3)  performance  of  all  hospital  audits  required  in  establishing  public 
assistance  rates  and  preparation  of  Blue  Cross  final  settlements; 

4)  prospective  review  and  approval  of  budgets  of  all  hospitals; 

5)  maintenance  of  a  comDuterized  data  base  containinq  essential  information  from 
cost  reports  collected  by  the  hospital  bureau,  for  both  researcn  and  routine  calculations. 

6)  continued  research  and  implementation  under  a  federal  contract  for 
development  of  a  prospective  budget  approval  program  for  hospitals. 

The  diversity  of  these  responsibilities  has  provided  the  Bureau  with  unique 
experience  in  a  number  of  areas.    For  example,  Massachusetts  is  the  only  state 
which  both  administers  a  budget  approval  program  and  has  the  capacity  to 
undertake  annual  field  audits  of  all  hospitals.    This  has  allowed  the  Bureau  to 
develop  an  understanding  of  hospital  reimbursement  from  a  variety  of  perspectives. 
This  understanding  is  an  invaluable  asset  to  the  Commission  as  it  endeavors  to 
establish  and  monitor  the  performance  of  regulation  designed  to  encourage  efficient 
delivery  of  needed  hospital  services. 

Hospital  Bureau  Responsibilities  -  Specific  Activities 

( 1 )    Publicly-Aided  Reimbursement 

The  Rate  Setting  Commission  annually  sets  rates  of  reimbursement  to  hospitals 
for  inpatient  and  outpatient  services  provided  to  publicly-aided  persons.  These 
rates  for  approximately  200  acute  and  chronic  hospitals  are  established  effective 
October  1  of  each  year  in  order  to  coincide  with  the  hospital's  fiscal  year  and  are 
used  by  such  agencies  as  the  Department  of  Public  Welfare  and  the  Office  of  the 
Commissioner  of  Veterans  Services. 

The  largest  group  of  public  assistance  patients  using  inpatient  services  are 
those  covered  by  the  Medicaid  program.    This  program  has  projected  approximately 
$513  million  in  hospital  payments  for  1980.    (50%  of  this  amount  will  be  paid  by 
the  federal  government).    To  qualify  for  federal  participation  in  the  Medicaid 
program,  the  Commission  must  comply  with  federal  law  and  regulations  in  develoDi'ng 
inpatient  hospital  costs  for  Medicaid  patients.    Federal  law  requires  that  such 
rates  be  based  on  "reasonable  costs"  incurred  by  the  hospitals  in  providing  those 
servi  ces . 
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The  Department  of  Health  and  Human  Services  has  generally  required 
States  to  use  the  Medicare  methodology  for  developing  inpatient  rates.  Medicare 
has  historically  allowed  virtually  all  costs  in  allowable  categories  as  incurred 
by  hospitals.    Many  health  economists  believe  that  the  use  of  this  type  of 
"open-ended"  reimbursement  approach  has  contributed  significantly  to  the  inordinate 
inflation  in  hospital  costs  during  the  last  decade. 

In  1972,  the  Congress  authorized  HHS  to  allow  States  to  develop  other  reasonable 
cost-based  methods  as  alternatives  to  that  used  by  Medicare.    Massachusetts  is  one 
of  the  few  States  which  has  taken  advantage  of  this  flexibility.    Through  the  Rate 
Setting  Commission,  the  Commonwealth  has  chosen  to  develop  a  system  which  does  not 
equate  "reasonable  costs"  with  what  the  hospital  actually  spent.    The  Commission 
feels  that  "reasonable"  refers  to  what  a  hospital  properly  should  spend  and  that  a 
reimbursement  methodology  should  contain  provisions  encouraging  hospitals  to 
maintain  spending  at  that  level  of  "reasonableness". 

The  rate  setting  method  used  by  the  Commission  for  Medicaid  patients  is 
prospective  in  nature.    That  is,  the  rate  is  determined  at  the  beginning  of  the 
hospital's  fiscal  year,  and  may  be  varied  only  for  specific  reasons  such  as  new 
Determination  of  Need  approved  projects.    If  the  hospital  incurs  costs  less  than 
what  the  rate  would  reimburse,  the  hospital  may  keep  its  savings.    If  the  hospital 
incurs  costs  above  the  rate,  and  these  costs  do  not  qualify  for  special  treatment, 
the  hospital  must  fund  the  shortfall.    Thus,  the  system  provides  incentives  for 
efficiency  on  the  part  of  hospitals. 

The  prospective  rate  is  developed  from  each  individual  hospital's  historic 
costs  and  produces  an  all-inclusive  per  diem  rate.    Hospital  costs  in  a  base 
year  (two  years  prior  to  the  year  for  which  rate  is  being  set)  are  trended  forward 
based  on  a  standard,  composite  inflation  factor.    The  assumption  made  in  the  use 
of  the  historical  cost-based  prospective  reimbursement  method,  which  is  critical 
to  hospital  cost  control,  is  that  hospitals  should  experience  inflation  common  to 
that  in  the  economy  at  large,  rather  than  some  unique  hospital -specific  rate  of 
inflation. 

Another  assumption  is  that  the  Commonwealth  should  not  be  paying  for  under- 
utilized, and  therefore,  unnecessarily  expensive  hospital  facilities.    A  hospital, 
therefore,  may  be  penalized  by  a  reduction  in  its  publicly-aided  rate  if  it  falls 
below  a  certain  minimum  number  of  patient  days  in  the  base  year.    This  is  known  as 
an  occupancy  penalty  and  has  as  its  goal  the  elimination  of  underutilized  hospital 
facilities  with  a  consequent  reduction  in  cost  to  the  Commonwealth. 

Rates  set  for  hospitals  are  also  limited  by  calculation  of  charges  to  the 
general  public  for  a  day  of  hospital  care,  since  rates  paid  by  purchasing  state 
agencies  for  services  to  publicly-aided  individuals  are  prohibited  by  law  from 
exceeding  rates  paid  by  the  general  public. 

During  1977,  the  Commission  proposed  an  amendment  to  its  State  Plan  for 
Medicaid  inpatient  hospital  reimbursement  which  further  developed  the  prospective 
system.    The  amendment,  approved  by  HHS  in  December  1977  to  be  effective  January  1, 
1978,  provided  for  the  following:    1)  more  stringent  occupancy  standards  consistent 
with  the  state  policy  of  reducing  excess  beds;  2)  a  limit  on  recognized 
base  year  costs;  3)  establishment  of  a  new  rate  for  administratively  necessary 
days;  and  4)  introduction  of  the  Medicare  routine  per  diem  limitation  into  the 
Medicaid  rate. 
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Publicly-aided  outpatient  rates  are  expressed  as  a  percentage  of  charges. 
This  percentage  represents  the  relationship  between  total  outpatient  costs  and 
total  outpatient  gross  revenues.    An  outpatient  rate  may  not  exceed  100%  of 
charges.    As  with  the  inpatient  rate,  there  is  no  final  settlement  for  outpatient 
services  rendered  to  publicly-aided  individuals. 

This  year,  in  reaction  to  a  serious  increase  of  "AND"*  patients  in 
Massachusetts  Hospitals,  the  State  Legislature  enacted  into  law  an  act  to  address 
this  problem.    This  law  requires  the  R.S.C.  to  establish  a  level  of  reimbursement 
for  AND  days  which  reflects  the  level  of  care  which  has  been  deemed  approDriate 
by  the  Professional  Standards  Review  Organization. 

Amendments  to  R.S.C.  Regulations  have  been  drafted  and  State  Plan  amendments 
will  be  submitted  to  the  U.S.  Department  of  HHS  (Health  and  Human  Services) 
for  Federal  approval . 

The  method  used  by  the  Commission  to  calculate  publicly-aided  rates  of 
reimbursement  is,  in  sum,  premised  upon  cost  control  objectives.    It  is  sensitive  to 
the  need  to  restrain  the  expenditures  of  the  Commonwealth  for  inpatient  and  out- 
patient hospital  care  and  to  changes  in  inflation,  volume,  and  services. 


( 2 )     Blue  Cross 


Under  M.G.L.  c.  176A,  S.  5  the  Commission  was  given  the  authority  to  review  and 
approve  proposed  contracts  between  Blue  Cross  and  hospitals  and  rates  developed 
under  these  contracts.    The  Commission  also  performs  an  annual  field  audit  of  every 
hospital  to  satisfy  the  requirements  of  Blue  Cross  and  Medicaid. 

Blue  Cross  of  Massachusetts  currently  covers  approximately  30%  of  the  charges 
for  hospital  services  in  the  Commonwealth.    A  characteristic  which  makes  Blue 
Cross  unique  among  private  insurors  is  that  a  hospital  can  choose  to  contract 
on  the  basis  of  "reasonable  cost".    Several  such  contracts  are  used  by  Blue  Cross. 
They  differ  with  respect  to  the  type  of  provider  which  is  eligible  to  sign  and 
the  definition  of  reimburseable  cost.    The  following  table  summarizes  Blue  Cross 
contractual  arrangements  with  providers  in  the  Commonwealth: 


Contract 


Provider  Type 


Number  Covered 


Participating  Hospital 
Agreement 


licensed  general 
hospi  tals 


116 


Cooperating  Hospital                    licensed  chronic  15 

Agreement                            licensed  rehabilitation  5 

(2  on  ECF  agreement) 

licensed  mental  35 


Specialty  Hospital  licensed  as  general  acute 

for  limited  purpose 


*A.N.D.  -  Patients  who  no  lonqer  require  acute  hospital  care  but  cannot 
be  placed  in  alternate  facilities. 
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The  Participating  Hospital  Agreement  is  by  far  the  most  significant  in  that 
it  applies  to  the  largest  number  of  facilities  and  governs  the  most  dollars.  It 
is  renegotiated  at  regular  intervals  by  Blue  Cross  and  the  Massachusetts  Hospital 
Association  (representing  the  hosDitals).    The  current  agreement  (HA-27)  covers 
three  fiscal  years  -  1973  through  1980.    It  is  the  applicable  document  for  all 
general  hospitals  but  can  be  amended  to  reflect  the  concerns  of  individual 
hospitals. 

All  contracts  between  Blue  Cross  and  hospitals  are  subject  to  Rate  Setting 
Commission  approval  under  the  provisions  of  M.G.L.  c.  176A,  S.  5.    When  the 
Commission  is  presented  with  the  first  signed  agreement,  a  public  hearing  \\ 
scheduled  to  elicit  comments  on  the  contract  as  proposed  by  Blue  Cross  from  hospitals 
and  other  interested  parties.    The  Commission  has  begun  in  recent  years  to  take 
a  more  active  approach  to  its  contract  approval  responsibility  by  identifying 
early  in  the  neaotiation  process  issues  which  it  would  like  to  see  addressed.  The 
Commission  intends  to  be  particularly  active  in  the  development  of  HA-28. 

Under  the  terms  of  HA-27,  Blue  Cross  reimburses  a  hospital  at  the  lower  of  its 
"reasonable  cost"  or  its  charges.    The  significant  aspects  of  the  Blue  Cross 
definition  of  reasonable  cost  are  as  follows: 

1)  Costs  are  determined  retrospectively.    Blue  Cross  pays  the  hospital  during 

the  year  a  percentage  of  the  charges  for  its  subscribers.    This  percentage  is  referred 
to  as  the  payment  on  account  factor  (PAF).    Blue  Cross'  final  liability  is 
determined  at  year  end  after  the  audit  has  been  performed.    The  final  settlement 
process  compares  the  final  Blue  Cross  liability  to  Blue  Cross  interim  payments  and 
calculates  the  amount  owed  by  or  to  each  hospital.  . 

2)  Reimbursable  cost  is  defined  in  the  contract  through  two  general  provisions. 
The  first  lists  certain  inclusions,  exclusions,  and  deductions  which  shall  be  used 

in  confuting  reasonable  cost.  The  second  recognized  the  Commission  s  final  authority 
for  interpreting  what  constitutes  a  reasonable  cost  under  M.G.L.  c.  1/bA,  b.  o. 

3)  Depreciation  expense  for  building,  fixed  equioment,  and  major  movable 
equipment  is  recognized  as  the  cost  of  replacing  the  asset.  _ 

4)  Bad  debt  and  free  care  write-offs  for  covered  services  are  recognized  at 
cost.    Blue  Cross  will  reimburse  a  percentage  equal  to  its  participation  in  the 

h°SP5)a  The  working  capital  needs  of  a  hosDital  are  recognized  through  the  31ue 
Cross  method  of  payment.    The  "sight  draft"  system  allows  a  hospital  immediate 
payment  for  Blue  Cross  inpatients.    For  outpatient  claims  or  patients  with  long 
lenqths  of  stay  a  hosDital  can  receive  advance  "current  financing  payments. 

6)    Certain  limitations  are  placed  on  the  amount  by  which  reimbursable  cost 
can  increase  from  one  year  to  the  next.    Allowances  are  made  for  ™fJ;*™J' 
volume  changes,  costs  beyond  the  hospital's  control,  and  other  cost    fssthroughs  . 
These  limitations  are  referred  to  as  the  "cost  containment    section  of  the  contract. 
The  adjustments  are  similar  but  not  identical  to  those  used  under  Chapter  409. 
The  primary  difference  is  that  the  passthrough  allowances  are  more  generous  undei 
the  Blue  Cross  contract. 
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In  anticipation  of  negotiations  to  discuss  a  successor  contract  to  HA-27,  the 
Rate  Setting  Commission  sent  Blue  Cross  a  list  of  proposed  criteria  that  would 
be  used  by  the  Commission  to  review  a  new  contract  (HA-20).    The  criteria  raised 
a  number  of  issues  including  consumer  praticipation,  as  observers,  in  the 
negotiation  sessions,  Blue  Cross  participation  in  a  system  which  would  require 
hospitals  to  operate  within  fixed  budgets  (prospective  reimbursement),  improved 
cost  containment  provisions;  expanded  utilization  review  activities;  improved 
health  planning  -  reimbursement  linkages;  and  regional ization  of  underutilized  or 
high  technology  services.    The  Commission  held  an  informational  public  hearing  to 
solicit  the  views  of  the  public  concerning  the  criteria.    The  testimony  that  was 
presented  by  groups  such  as  the  Attorney  General's  office,  the  Department  of  Public 
Welfare,  the  Department  of  Public  Health,  health  planners,  local  government,  and 
consumer  groups  endorsed  using  the  criteria.    The  terms  of  the  new  contract  are 
expected  to  be  negotiated  and  submitted  to  the  Commission  by  August  1st  for 
approval  by  September  30th,  1930. 

(3)    Chapter  409  of  Acts  of  1976 

Prospective  budgeting  is  gaining  support  as  the  preferable  regulatory  approach 
to  hospital  cost  containment.    On  both  the  state  and  federal  level,  studies  and 
experiments  are  being  conducted  to  develop  feasible  and  effective  means  of 
containing  costs.    The  ability  to  contain  hospital  costs  is  considered  a  necessary 
prerequisite  to  national  health  insurance. 

On  April  1,  1974,  as  a  result  of  growing  state  concern  over  rapidly  increasing 
Medicaid  expenditures,  the  Rate  Setting  Commission  implemented  regulations  mandating 
the  use  of  prosoective  rates  for  inpatient  hospital  services  provided  to  Medicaid 
and  other  public  assistance  patients.    (See  above).    One  of  the  principal 
difficulties  with  the  prospective  Medicaid  system  was  the  inability  to  control 
hospital  expenditures  over  time.    Because  Medicaid  has  traditionally  accounted  for 
only  about  10%  of  total  hospital  revenues,  hospitals  were,  in  the  past,  able  to 
incur  expenses  which  were  suDported  by  other  payors  although  disallowed  by  Medicaid. 
Costs  not  recognized  by  Medicaid  were  still  incurred  because  other  payors  provided 
the  necessary  revenue,  and  those  costs  eventually  became  reimbursable  v/hen  that 
rate  year  became  the  base  year  upon  which  subsequent  Medicaid  rates  were  determined. 

This  dynamic  made  clear  that  an  effective  method  of  controlling  the  cost  of 
Medicaid  must  also  include  the  capacity  to  control  total  hospital  expenditures. 
On  April  15,  1975,  the  Governor  appealed  to  the  State  Legislature  to  impose  an 
immediate  emergency  freeze  on  all  hospital  charges  while  a  comprehensive  hospital 
cont  control  system  was  developed.    Hospitals  successfully  fought  the  Governor's 
proposal  and,  through  a  negotiated  compromise,  the  General  Court  enacted  Chapter 
424,  an  interim  measure  intended  to  regulate  rather  than  freeze  charge  increases 
until  a  permanent  comprehensive  cost  control  program  could  be  developed  and  adopted. 

The  primary  statutory  purpose  of  Chapter  424  was  to  avoid  excessive  charge 
increases  by  hospitals  anticipating  a  permanent  program.    The  process  developed  to 
achieve  this  purpose  was  a  charge  approval  program.    A  hospital  proposing  to  modify 
charges  had  to  have  the  changes  reviewed  and  approved  by  the  Commission  prior 
to  implementation. 
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Under  the  system  authorized  by  Chapter  424,  requests  for  charges  were  evaluated 
by  applying  a  series  of  screens  to  hospital  cost  and  budget  submissions.    Costs  in 
excess  of  those  allowed  by  the  screens  were  subtracted  from  the  base  used  to 
calculate  allowable  revenue.    Total  allowable  revenue  was  computed  by  permitting  the 
hospital  to  earn  no  more  than  a  fixed  margin  above  total  allowable  costs.  This 
margin  was  established  to  allow  a  hospital  to  cover  its  financial  requirements,  but 
to  prevent  charge  increases  requested  in  anticipation  of  a  more  stringent  permanent 
program  rather  than  in  response  to  actual  increases  in  hospital  costs. 

In  October,  1976,  the  Legislature  enacted  Chanter  409  of  the  Acts  of  1976. 
This  statute  established  the  permanency  of  the  prospective  charge  review  system 
instituted  under  Chapter  424  and  adopted  the  major  provisions  of  Chapter  424  as 
permanent  sections  of  the  new  law.    In  addition,  Chapter  409  mandated  a  specific 
schedule  for  the  gradual  implementation  of  new  methodologies .    This  timetable 
require^  two  major  changes  in  the  interim  system  implemented  under  Chapter  424. 

The  first  major  change  was  the  transition  from  a  charge  review  process  to  a 
permanent  program  based  on  the  approval  of  hospital  budgets.    Chapter  409  mandated 
that,  beginning  with  FY  1973,  the  budget  of  every  hospital  must  be  reviewed  and 
approved  annually  by  the  Commission  whether  or  not  a  modification  of  charges  is 
proposed.    Starting  with  FY  1979,  new  definitions  of  "total  patient  care  charges" 
and  "total  patient  care  costs"  were  required  to  be  developed  and  used  in  the 
review  process. 

The  second  major  change  mandated  by  Chapter  409  was  that  the  Commission,  by 
October  1,  1979,  adopt  a  methodology  for  comparing  hospital  costs.    This  cost 
comparison  methodology  v/as  intended  to  permit  the  Commission  to  evaluate  the 
reasonableness  of  base  year  costs;  prior  to  FY  1980,  only  incremental  costs  were 
analyzed. 

The  advent  of  Chapter  409  coincides  with  a  sharp  decline  in  the  rate  of 
increase  of  hospital  costs  in  Massachusetts.    Table  One  shows  the  patterns  of 
hospital  cost  increases  in  Massachusetts  and  elsewhere. 

Table  One 

Annual  Cost  Increases  (%) 


Massachusetts 

U.S. 

1975-1975 

14.9 

16.1 

1976-1977 

11.5 

14.2 

1977-1978 

8.8 

12.6 

1973-1979 

8.5  (budgeted) 

13.4 

1979-1930 

10.4  (budgeted) 

15.4  (est.) 

For  FY  1979  the  Commission  adopted  a  transitional  approach.    The  objective 
was  to  revise  reasonable  financial  requirements  to  meet  those  requirements 
previously  satisfied  by  the  charge  ratio  but  to  avoid  re-definitions  which  would 
require  consideration  of  non-patient  funding  sources.    Budget  year  reasonable 
financial  requirements  were  defined  as  follows: 
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Operating  Requirement  -  Budget  year  operating  expenses  limited  by  the  base 
year  operating  expenses  adjusted  for  inflation,  volume,  and  costs  beyond  control. 

Capital  Requirement  -  Interest  expense,  building  and  fixed  equipment  historical 
depreciation,  major  movable  equipment  replacement  value  depreciation. 

Working  Capital  Requirement  -  Increase  in  accounts  receivable  of  charge 
paying  and  Medicaid  patients.    Blue  Cross  and  Medicare  were  excluded  because  these 
payors  recognize  the  working  capital  needs  associated  with  the  services  rendered 
to  their  beneficiaries. 

For  FY  1930  a  number  of  changes  were  made  in  the  Chapter  409  program,  discussed 
in  detail  below.    They  included  introduction  of  a  new  inflation  forecasting 
procedure,  change  in  the  volume  adjustment  procedure,  and  revisions  in  the  definitions 
of  working  capital  and  depreciation  allowances.    However,  the  basic  structure  of 
the  program  requires  that  net  patient  service  revenue  equal  reasonable  financial 
requirements.    As  a  result,  charge  paying  patients  continued  to  fully  absorb 
deducti6ns  from  revenue,  such  as  bad  debt  and  third  party  contractual  adjustments, 
in  FY  1930  as  in  prior  years.    This  responsibility  for  the  deductions  was  the 
principal  reason  for  the  large  increase  in  charges  permitted  by  the  Chapter  409 
system  in  FY  1930.    This  increase  is  shown  in  Table  Two  below. 


Table  Two 
Gross  Patient  Service  Revenue 
%  Growth 

Year  (Weighted  Mean) 

Base-to-intermediate  15.6 
1973-1979 

Intemediate-to-Approved  11.4 
1979-1930 

Intermediate-to-Maximum  21.4 
Allowable 
1979-1930 


Net  Patient  Service  Revenue 
%  Growth 

Year  (Weighted  Mean) 

Base-to-Approved  24.2 
1973-1930 

Base-to-Approved:    Rate  per  Year  11.4 
Over  1973-1930  Period 


Commission  studies  of  the  Chanter  409  oroqram  found  that,  for  many  individual 
hospitals  and  on  average  statewide,  the  program  has  not  tightly  constrained  charge 
increases.    As  Table  Two  shows,  on  average  hospital  charges  could  have  been  10.0 
percent  higher  in  fiscal  year  1980  without  being  restricted  by  the  program.  In 
this  year  costs  increased  only  12  percent. 
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Examination  of  program  performance  in  fiscal  year  1930  suggested  various  areas 
for  improvement.    Charge-paying  patients  paid  more  than  their  share  of  cost  v/hile 
patients  whose  bills  were  paid  by  various  cost-based  reimbursers  paid  less  than 
their  share.    Hospitals  remained  able  to  cross-subsidize  services,  with  underutilized 
services  supported  by  profitable  ones.    The  program  did  not  include  formal  and 
direct  support  for  planning  agency  recommendations.    The  Commission  acted  to  deal 
with  these  weaknesses  by  developing  new  charge  control  regulations  which  were 
proposed  in  April,  1930.    These  regulations  would  have: 

.    Mandated  use  of  the  79  category  inflation  forecasting  system  for 
all  hospitals  with  mid-year  inflation  forecast  updates. 

.    Established  a  more  realistic  and  tighter  procedure  for  adjusting 
cost  for  volume  changes, 
i 

.    Expanded  the  cost  beyond  control  category  and  established  a  system 
of  administrative  adjustments  including  several  adjustments  which 
would  reward  hospitals  for  complying  with  planning  agency  recommendations. 

.    Established  a  system  of  occupancy  penalties  of  the  sort  already  used 
in  the  Medicaid  program. 

.    Retained  historical  cost  depreciation  but  added  a  price-level 

increment  to  reflect  hospital  bed  replacement  needs  as  determined  from 
the  State  Health  Plan. 

.    Established  a  system  for  limiting  each  hospital's  bad  debt  provision 
using  a  five  year  trend  forecasting  procedure. 

.    Imposed  limits  on  cross-subsidation  of  services. 

.    Refined  the  definition  of  reasonable  financial  requirements  to 
prevent  hospitals  from  passing  on  costs  disallowed  by  other  payers 
to  charge-paying  patients. 

In  response  to  objections  to  the  proposed  regulations  from  several  quarters, 
the  Commission  entered  into  negotiations  with  the  Massachusetts  Hospital  Association 
(MHA)  and  the  Secretary  of  Human  Services.    The  result  of  these  negotiations  was  an 
agreement  by  the  Commission  to  withdraw  the  proposed  regulations  in  return  for 
a  commitment  by  the  Secretary  to  file  legislation  to  govern  the  charge  control 
program  in  fiscal  year  1931.    Chapter  540,  introduced  in  the  legislature  in  June, 
1930,  limited  the  rate  of  increase  of  charges  to  11.5  percent  statewide  after 
allowance  for  volume  increases  and  costs  beyond  hospital  control.    This  legislation 
thereby  placed  a  cap  on  hospital  charge  increases  equal  to  the  expected  rate  of 
inflation.    The  new  measure  was  to  be  implemented  by  a  system  of  hospital  peer 
review  at  the  Health  Service  Area  (USA)  level.    The  peer  reviews 
conducted  by  the  regional  hospital  councils.    In  addition,  a  joint  legislative- 
executive  commission  was  established  to  develop  a  prospective  reimbursement 
system  for  implementation  in  fiscal  year  1932.    This  legislation  was  passed  and 
signed  by  the  Governor  in  July,  1930. 
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Under  the  new  legislation,  the  Commission  was  to  conduct  FY  1981  budget  reviev/s 
under  the  charge  control  regulations  in  effect  in  FY  1980  except  as  amended  in 
limited  ways  and  as  augmented  by  the  new  inflation  cap.  .  The  principal  elements 
of  the  system  affected  by  these  amendments  were  the  following: 

(a)  Inflation  -  In  FY  1981,  hospitals  received  inflation  adjustments  which 
v/ere  calculated  using  inflation  either  a  15  or  79  category  inflation  index  and  proxy 
inflation  indicators  from  the  general  economy.    When  budget  year  inflation 
forecasts  were  prepared  they  were  not  revised  to  reflect  the  actual  performance 

of  the  economy.    For  FY  1981,  the  Commission  planned  to  require  that  all  hospitals 
use  the  more  sophisticated  79  cost  category  approach.    In  addition,  it  planned 
to  update  its  inflation  forecasts  for  all  cost  categories  to  reflect  increases 
and  decreases  in  the  relevant  economic  variables. 

(b)  t  Volume  Adjustments  -  Hospitals'  costs  increase  with  higher  volumes,  but 

they  do  not  or  should  not  increase  at  the  full  average  cost.    Similarly,  hospitals  can 
and  should  cut  some  costs  when  volume  declines.    In  FY  1930  the  Commission  retained 
the  procedure  used  in  FY  1979  for  volume  adjustments  from  base  to  intermediate 
years  and  initiated  changes  affecting  the  intermediate  to  budget  year  adjustment. 
In  the  former  adjustment  the  Commission  allowed  full  average  costs  after  stepdown 
for  the  first  3%  of  volume  increase  and  40%  of  average  costs  over  3%.    It  allowed 
full  average  costs  for  the  first  5%  of  volume  decrease  and  60%  of  average  costs 
for  decreases  in  exfess  of  5%.    For  intermediate  to  budget  year  adjustments 
overhead  costs  were  adjusted  separately.    The  Commission  allowed  40%  of  direct 
departmental  costs  (before  stepdown)  for  all  volume  increases.    It  allowed  full 
direct  departmental  costs  for  the  first  2%  of  volume  decrease  and  60%  of  direct 
departmental  cost  for  decreases  in  excess  of  2%. 

For  FY  1931  budget  reviews  the  Commission  planned  to  complete  the  shift 
to  use  of  direct  departmental  costs  and  continued  the  revision  of  the  volume 
corridors.    It  allowed  hospitals  full  direct  departmental  costs  for  volume 
increases  up  to  \%  from  base  to  intermediate  years  and  40%  if  departmental  cost 
for  increases  in  excess  of  1%.    For  intermediate  to  budget  year  adjustments  it 
used  the  same  procedure,  with  identical  "corridors"  and  use  of  direct  departmental 
costs,  as  was  used  for  intermediate  to  budget  year  adjustments  in  FY  1980. 

(c)  Working  Capital  -  In  FY  1979,  hospitals  were  granted  a  working  capital 
adjustment  for  their  Medicaid  and  charge-pay  patients.*    This  adjustment  was 
intended  to  meet  some  previously  unrecognized  cash-flow  needs.    However,  examination 
of  the  methodology  adopted  for  FY  1979  revealed  that  it  did  not  take  into  account 
the  use  of  current  liabilities  fo  finance  growth  in  accounts  receivable. 

For  FY  1980,  the  Commission  applied  the  percentage  growth  in  operating  and 
capital  needs  to  FY  1979  net  accounts  receivable  to  determine  the  growth  of 
working  capital  needs.    A  2:1  ratio  was  applied  in  recognition  of  the  use  of  the 
current  liabilities  to  finance  accounts  receivable  and  the  generally  healthy 
nature  of  a  2:1  current  ratio.    The  Commission  planned  to  continue  this  policy 
in  FY  1931. 


*Blue  Cross  meets  working  capital  needs  through  a  "current  financing" 
program  and  Medicare  uses  a  "periodic  interim  payment11  (PIP)  system. 
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(d)  Depreciation  Allowances  -  For  FY  1973,  the  RSC  recognized  replacement 
value  depreciation  for  major  movable  equipment.    This  allowance  was  granted  in  the  in 
interest  of  enabling  hospitals  to  internally  finance  equipment  needs.  However, 

this  change  v/as  made  in  anticipation  of  broader  payor  involvement. 

Since  other  payors  are  not  participating^"1") ,  since  hospitals  are  allowed 
to  lease  or  debt  purchase  equipment,  and  since  non-operating  revenues  are  not 
being  offset,  the  Commission  returned  to  the  historical  cost  depreciation  method 
used  by  Medicaid  and  Medicare  for  the  FY  1980  reviews.    The  Commission  planned 
to  continue  this  policy  in  FY  1931. 

(e)  Groupings  -  The  Chapter  409  legislation  requires  the  RSC  to  group  hospitals 
into  peer  groups  for  purposes  of  comparing  their  base  costs.    The  Commission  is 
cognizant  that  the  grouping  methodology  and  analysis  is  complicated  and  has  been 
carrying  on  an  extensive  research  and  development  effort  in  this  area  for 
approximately  eighteen  months.    This  research  has  yielded  eight  peer  groups  of 
hospitals,  two  of  which  are  comprised  of  teaching  hospitals  and  the  remaining 

six  groups  are  comprised  of  community  hospitals.    Regulations  have  been  proposed 
which  identify  the  hospital  groups,  the  procedure  for  calculating  the  costs  to 
be  compared  and  a  process  for  in-depth  audits  of  hospitals  identified  as  cost 
outliers  in  their  groups.    A  public  hearing  v/as  held  on  these  regulations  on 
June  13,  1980. 

(f)  Cost  Savings  Incentives  -  Hospital  spokesmen  often  assert  that  reimbursement 
systems  penalize  them  for  holding  down  on  cost  increases.    In  response  to  these 
complaints,  the  Commission  has  proposed  a  "cost  savings  incentive  proposal".  This 
proposal  would  establish  an  allowable  budget  year  cost  for  each  hosDital.  This 
established  cost  would  be  used  in  the  calculation  of  financial  requirements  in 
subsequent  years.    This  approach  would  reward  hospitals  which  incur  costs  lower 

than  the  established  budget  amount  by  allowing  them  to  keep  the  savings  without 
having  their  future  allowable  costs  reduced.    Hospitals  which  incur  costs  above 
the  established  budget  amount  would  have  those  excess  costs  removed  from  their 
allowable  costs  in  future  years.    This  modification  would  introduce  cost  control 
incentives  while  enabling  hospitals  to  improve  their  financial  positions.  Hospitals 
could  generate  operating  surpluses  by  cutting  costs  below  projected. 

(4)    Data  Base 

(a)  RSC-401  -  From  this  fundamental  annual  retrospective  cost  report, 
between  4,000  and  5,000  figures  per  hospital  are  being  keyed  into  the  computer 
for  FY  1979.    This  is  the  fourth  year  that  data  from  this  cost  report  is  being 
keyed.    Uses  of  this  data  range  from  recalculating  certain  cost  schedules  taking 
audit  adjustments  into  consideration,  to  compiling  descriptive  statistical 
profiles  of  hospitals  across  the  state. 

(b)  Chapter  409  -  This  is  also  the  fourth  year  for  the  keying  of 
selected  figures  from  reports  submitted  by  hospitals  pursuant  to  Chapter  409 
regulations.    Roughly  300  figures  per  hospital  are  planned  for  the  data-base  of 
1981  budget  submissions.    These  figures  are  used  primarily  for  research  into  ways 
of  improving  the  charge  control  system,  but  also  to  give  statewide  profiles  of 
projected  cost  and  charge  increases. 


(+)Blue  Cross  pays  orice  level  depreciation  on  all  physical  assets. 
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(c)    Other  Data  -  Various  other  data  sets  of  smaller  scope  exist,  or  are 
in  the  planning  stagesifor  keying  into  the  computer.    These  include  figures  used 
to  calculate  the  bureau's  inflation  factors,  hospital  audited  financial  statements 
and  figures  published  by  the  American  Hospital  Association. 

& 

(5)  Full  Reviews  -  In  addition  to  the  routine  Blue  Cross  audits,  the  Hospital 
Bureau  is  also  conducting  in-depth  reviews  of  hospitals  which  were  designated  as 
"outliers"  in  the  groupings  regulations,  114.1  CMR  19.00.    The  purpose  of  this 
review  is  to  determine  which  costs  contribute  to  the  outlier  status  of  the 
hospital  and  whether  these  costs  are  reasonable. 

Full  Review  audits  started  early  in  June  of  this  year  with  audit  teams 
going  to  eight  of  the  seventeen  outlier  hospitals.    The  auditors  completed  the 
on-site  portion  of  the  audit  at  most  of  the  hospitals  during  the  ensuing  eight 
weeks.  ( The  remaining  Full  Review  audits  are  scheduled  to  continue  throughout 
the  Winter. 

The  audit  teams  conducting  these  reviews  rely  on  detailed  departmental 
analyses,  generated  from  the  401  cost  reports  to  isolate  those  departments  which 
have  significantly  higher  costs  than  the  other  hospitals  in  its  group.  Audit 
techniques  include:    interviewing  department  heads;  analyzing  expenses  and  job 
descriptions;  and  reviewing  the  Hospital  Bureau  library  for  relevant  articles. 
Upon  completion  of  the  audits,  the  auditors  make  recommendations  for  adjustments 
to  the  hospitals'  costs,  eliminating  any  costs  found  to  be  unreasonable. 

Since  audit  adjustments  may  affect  the  Blue  Cross,  Medicaid  and  Chapter 
409  programs,  the  managers  of  these  programs  review  all  audit  recommendations 
with  the  final  decision  resting  with  the  Bureau  Director.    The  first  year  of 
the  Full  Reviews,  the  adjustments  will  have  no  financial  impact  on  the  outliers. 
This  allows  the  auditors  time  to  develop  skills  pertinent  to  full  review  analyses 
and  ensures  industry  cooperation.    Audit  adjustments  in  future  years  will  be  used 
to  eliminate  unreasonable  costs  for  reimbursement  purposes. 

(6)  Case  Mix  -  The  Commission  has  determined  that  diagnostic  discharge  data 
is  essential  for  "refining  its  hospital  grouping  methodology  and  for  conducting 
other  inter-hospital  cost  comparisons.    Considerable  time  and  effort  has  been 
expanded  over  the  past  year  exploring  options  for  access  to  diagnostic  discharge 
data  on  all  acute  care  hospitals.    Initially  the  Commission  relied  upon  the 
Massachusetts  Health  Data  Consortium  to  provide  the  necessary  access  to  these 
data.    However,  when  it  became  apparent  that  the  Data  Consortium  could  not  assure 
adequate  access  to  meet  Commission  needs,  the  Commission  proposed  regulations 
requiring  hospitals  to  submit  case  mix  and  charge  data  directly  to  the  Commission 
on  a  time  phased  basis.    A  public  hearing  was  held  on  these  regulations  on 

June  13,  1930. 

(7)  Planning  -  The  Rate  Setting  Commission  has  been  pursuing  several 
approaches  to  enhancing  the  linkages  and  coordination  between  rate  setting  and 
health  planning  policy. 

Using  funds  from  a  federal  contract,  the  Commission  sub-contracted 
with  the  Office  of  State  Health  Planning  to  support  the  development  of 
Certificate  of  Need  (DOil)  standards  and  guidelines.    With  the  financial  support 
from  the  Commission,  0SHP  has  carried  out  developmental  work  in  the  areas  of 
financial,  acute  psychiatric  and  neonatal  intensive  care  standards  and  guidelines. 
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In  June,  1930  the  Commission  proposed  revised  C.  409  (charge  control) 
regulations  applicable  to  hospitals  on  an  October  cycle  fiscal  year.  These 
regulations  propose  several  specific  linkages  with  planning  policy  and 
recommendations.    Examples  are: 

.  the  application  of  service  specific  occupancy  standards  in 
calculating  appropriate  operating  costs. 

.  evaluation  of  the  aoprooriateness  of  hospital  volume  projections 
vis  a  vis  state  and  regional  health  planning  guidelines. 

.  the  allov/ance  of  cost  adjustments  to  hospitals'  base  year  costs 
for  innovative  health  care  delivery  projects  aoproved  by  state 
and  regional  health  planning  agencies. 

Commission  staff  also  have  been  participating  on  statewide  task  forces 
developing  coordinated  policies  for  implementing  the  health  planning  laws 
appropriateness  review  mandate  and  the  publication  of  charges  for  hospitals' 
twenty-five  most  common  services. 

(3)    Federal  Contract  -  During  the  time  encompassed  by  this  annual  report  work 
continued  under  a  twenty- two  month  extension  of  the  contract.    The  extension 
involved  refinement  of  a  number  of  areas  of  the  research  but  the  principal  focus 
was  the  implementation  of  research  results  where  feasible. 

Reports  were  prepared  and  submitted  to  HCFA  describing  project  status  by 
quarter  and  assessing  system  performance,  describing  steps  undertaken,  and 
presenting  new  research  results.    A  major  focus  of  work  under  the  contract  was 
development  of  a  full  payor  participation  reimbursement  system  for  hospitals  in  the 
state.    Completion  of  work  under  the  contract  is  expected  by  late  1930. 

(9)    Financial  Analysis  on  DOil  Applications  -  Through  an  informal  agreement 
between  RSC  and  the  DOil  program,  the  RSC,  at  the  request  of  DOil  program  director, 
analyzes  the  impact  of  the  capital  costs  of  major  DOM  applications.    The  Commission 
will  on  occasion  also  comment  on  the  financial  feasibility  and  operation  impact 
of  those  applications. 


-  22  - 


B .    BUREAU  OF  LONG  TERM  CARE  FAC 11 IT. IES 
( 1 )    Reimbursement  System 

The  Bureau  of  Long  Term  Care  annually  sets  rates  of  reimbursement  for  Long- 
Term  Care  providers  of  services  to  publicly-aided  patients.    The  method  used  is 
retrosoecti ve  in  that  the  Commission  establishes  a  ner  diem  rate  for  each  provider 
based  on  itw  own  individual  and  historical  cost  experience. 

Each  of  the  approximately  750  nursing  and  rest  homes  that  provide  services 
to  nubl icly-ai ded  patients  is  issued  an  interim  rate  based  on  its  most  recently 
filed  cost  report.    The  interim  rate  is  effective  July  1st  of  each  year  while 
the  cost  report  is  filed  on  a  calendar  year  basis.    A  cost  adjustment  factor  is 
computed  into  the  interim  rate  to  make  it  relevant  to  current  cost  experience. 
In  addition,  certain  values  are  from  time  to  time  added  to  the  interim  rate  to 
reflect  recognizable  costs  which  are  known  not  to  have  been  reported  in  the 
preceding  calendar  or  base  year.    In  the  past,  such  additional  amounts  were 
added  to  reflect  sharp  increases  in  the  federally-mandated  mimimum  wage  or  to 
compensate  for  new  requirements  such  as  the  services  of  a  medical  director. 
During  fiscal  year  1980,  an  adjustment  of  $0.18  oer  patient  per  day  was  added 
to  the  interim  rates  effective  January  1,  1980  to  compensate  for  extraordinary 
increases  in  the  cost  of  food  and  fuel.    The  interim  rates  so  established  are 
paid  on  a  current  basis  during  the  fiscal  year  by  the  purchasing  state  agency. 
During  fiscal  1980,  the  Commission  certified  738  interim  rates  and  745  adjustments 
for  food  and  fuel . 

Each  Long  Term  Care  provider  is  also  issued  a  final  per  diem  rate  based  on 
its  own  individual  cost  experience.    Final  rates  are  issued  to  be  effective  on 
a  calendar  year  basis.    Facilities  which  change  from  nursinn  home  to  rest  home 
status  and  facilities  which  change  ownership  during  the  year  have  two  final 
rates  computed.    After  the  final  rate  is  certified  by  the  Commission,  a 
settlement  is  made  between  the  purchasing  state  agency  and  the  provider  which 
represents  the  differences  between  the  final  rate  and  the  two  interim  rates  in 
effect  during  that  calendar  year.    During  fiscal  1980,  the  Commission  certified 
793  final  rates. 

All  rates  set  by  the  Bureau  are  based  on  a  cost  report  called  form  RSC-1. 
This  is  essentially  a  detailed  balance  sheet  and  profit  and  loss  statement 
with  several  supporting  schedules.    Each  provider  is  required  to  file  form 
RSC-1  by  March  31  of  the  year  following  trie  calendar  renortinn  year.    In  addition, 
form  RSC-2  is  required  of  those  approximately  220  providers  that  pay  rent  to 
an  affiliated  realty  trust.    For  these  facilities,  the  rent  expense  is  eliminated 
and  replaced  by  the  allowable  realty  costs  claimed  on  form  RSC-2.  Also, 
approximately  270  providers  pay  a  management  fee  to  an  affiliated  management 
company.    In  such  cases,  the  management  expense  is  eliminated  and  replaced  by 
the  allowable  management  costs  claimed  on  form  RSC-3  as  allocated  to  the  related 
facilities.    There  are  approximately  30  management  companies  now  active  in  the 
Massachusetts  Medicaid  Program.    Each  year,  over  1000  cost  renorts  (RSC-1,  2,  3) 
are  recorded  in  the  Commission's  data  base. 
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(2)  Rate  and  Audit  Activity 

In  spite  of  the  fact  that  staffing  in  the  Bureau  was  the  lowest  in  many 
years,  rate  productivity  remained  stable  during  the  fiscal  year.    A  total  of 
1,531  interim  and  final  rates  were  set.    In  addition,  117  interim  rates  were 
amended  in  November  1979  because  of  a  legislative  act  concerning  negative 
equity  and  745  interim  rates  were  amended  in  January  1930  to  reflect  a  food 
and  fuel  adjustment  which  was  adooted  by  the  Commission.    Total  rate  activity, 
including  amendments  and  petitions  for  interim  rate  adjustments  exceeded  3,000. 

During  fiscal  year  1980,  the  on-site  audit  program  fell  far  short  of  the 
goal  of  15%  of  all  nursing  home  providers.    However,  the  on-site  audits  which 
were  conducted  were  extraordinarily  beneficial  in  terms  of  public  dollar  savings. 
Eleven  on-site  audits  were  conducted  which  consumed  32  auditor  days  and 
generated  $344,527  in  public  dollar  savings.    This  represents  a  savings  of  $10,766 
per  auditor  day  as  compared  with  $4,371  per  auditor  day  in  the  previous  fiscal 
year.    Not  included  in  these  statistics  are  substantial  public  dollar  savings 
which  will  result  from  on-site  audit  activity  of  six  additional  facilities  for 
which  the  audit  is  in  its  tenth  month  but  which  is  not  yet  complete. 

( 3 )  Data  Processing 

The  long-range  process  of  computerizing  rates  and  voluminous  data  continued 
in  fiscal  1930.    With  a  massive  data  base  (Create  Cycle)  firmly  established 
and  the  successful  completion  of  the  adjustment  process  (Adjustment  Cycle) 
fully  operative,  the  Bureau  streamlined  its  operations  by  establishing  an 
on-line  adjustment  data  edit.    This  eliminates  the  costly  and  time-consuming 
process  of  sending  adjustments  to  every  rate  out  of  the  Commission  offices  for 
keypunching.    Now  adjustments  are  recorded  daily  on  a  cathode  ray  terminal. 
Previously,  each  type  of  adjustment,  computer-generated  interim  and  finan,  were 
recorded  separately  and  filed.    Now  a  comulative  adjustment  printout  is 
available  to  auditors  and  providers  which  displays  all  adjustments  made  to  a 
cost  report  to  date. 

Work  files  were  consolidated  to  include  not  only  provider  cost  renorts  but 
associated  realty  company  and  management  company  reports  as  well.  Documentation 
and  security  was  significantly  strengthened.    Three  auditors  with  no  previous 
experience  in  data  processing  were  trained  to  use  program  packages  for  quick 
and  simple  report-generation.    A  two-year  analysis  of  the  reported  use  of 
nursing  purchased  service  in  the  Long  Term  Care  industry  is  an  example  of  their 
trai  ni  ng . 

During  fiscal  1930,  the  Bureau  worked  extensively  with  industry  accountants 
to  develop  a  provider-generated  cost  report.    Many  serious  obstacles  were 
overcome  so  that,  next  year,  it  is  highly  likely  that  some  providers  will  be  able 
to  file  cost  data  on  computer-generated  forms. 
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( 4 )  Ijiterme diate  Care  Facilities  for  the  Mentally  Retarded  (ICF-MR) 

Intermediate  Care  Facilities  for  the  Mentally  Retarded  (ICF-MR)  is  the 
newest  provider  group  assigned  to  the  Bureau  of  Long  Term  Care.    These  facilities 
are  exceptionally  small,  from  8  to  15  beds,  and  serve  mentally  retarded  clients 
who  often  have  multifile  physical  handicaps.    ICF-MR  cost  reports  were  developed 
to  reflect  the  unique  nature  of  these  small  but  complex  providers.    It  is 
expected  that  twenty-two  ICF-MR  providers  will  be  established  in  the  next  year. 

( 5 )  Legi  si ation 

The  Commission  once  again  supported  legislation  filed  by  the  Long  Term  Care 
industry  to  change  the  effective  date  of  interim  rates  from  July  1  to  October  1. 
Most  of  the  calendar  year  cost  reports  are  received  in  the  period  from  March  15 
to  June  15  of  the  following  year.    Since  it  is  physically  impossible  to  process 
these  reports  and  compute  750  interim  rates  by  July  1,  most,  if  not  all,  Long  Term 
Care  providers  receive  an  interim  rate  during  August  and  September  and,  therefore, 
must  bill  the  new  rate  retroactively.    This  necessitates  duplicate  billing  and 
extensive  delays  in  receiving  payment.    A  simple  change  in  the  effective  date  from 
July  1  to  October  1  would  eliminate  a  costly  nuisance  for  both  the  industry  and  the 
Commonwealth.    Although  it  received  favorable  committee  reports,  this  legislation 
did  not  pass  in  the  1980  legislative  session. 

A  legislative  bill  that  did  pass  was  H.  567  which  prohibited  the  Commission 
from  applying  the  negative  equity  sections  of  the  Long  Term  Care  regulation. 
Negative  equity  is  a  return  on  disinvestment.    It  was  applied  to  providers 
that  were  severely  over-financed  and  had  utilized  reimbursement  funds  for 
non-patient  care  purposes.    During  the  almost  three  years  in  which  negative 
equity  was  applied,  there  was  a  beneficial  effect  on  the  overall  financial 
structure  of  the  Long  Term  Care  industry.    The  passage  of  the  bill  became  effective 
on  November  19,  1979  and  the  Commission  recertified  117  rates  to  reflect  the 
requirements  of  the  legislation. 

( 6 )  Regulatory  Changes 

The  Long  Term  Care  regulations  were  amended  in  January  1980  to  update  a 
number  of  routine  provisions  and  to  liberalize  the  maximum  rate  for  residential 
care,  education  expenses  and  motor  vehicle  costs.    In  addition,  a  separate 
public  hearing  was  held  on  May  30,  1980  to  hear  testimony  on  a  proposed  regulation 
amendment  concerning  incentive  payments  for  both  interim  and  final  rates. 
The  incentive  proposal  incorporated  compliance  scores  from  the  Department  of 
Public  Health,  overall  utilization,  public  occupancy  and  efficiency.  Providers 
that  qualified  by  these  tests  would  initially  generate  $5,000,000  to  the 
Long  Term  Care  industry.    Because  high  utilization  is  specifically  rewarded,  the 
incentive  amendments  are  expected  to  have  a  favorable  impact  on  the  Administratively 
Necessary  Patients  in  hospitals  who  are  waiting  for  nursing  home  placement. 
The  incentive  amendments  were  promulgated  by  the  Commission  on  July  24,  1980. 
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(7)    Special  Activities 


The  Bureau  regularly  participated  in  a  liaison  committee  with  the  Long  Term 
Care  Committee  of  the  Massachusetts  Society  of  Certified  Public  Accountants. 
Several  policy  questions  were  explored  and  drafts  of  policy  statements  were 
exchanged.    In  cooperation  with  the  Soceity,  the  Bureau  provided  speakers  and 
data  for  the  Society's  seminar  in  November  1979  for  which  Continuing  Education 
credits  were  granted  to  interested  CPAs. 

Litigation  consumed  a  great  deal  of  the  Bureau's  staff  time  during  the 
fiscal  year.    Several  appearances  as  witnesses  before  grand  juries  and  Criminal 
Court  proceedings  were  required  of  Bureau  staff  because  of  Medicaid  Fraud. 
Bankruptcy  Court  activity  also  increased  during  the  period.    While  the  cause  of 
nursing  home  bankruptcies  has  been  overwhelming  because  of  mismanagement  and 
abusive  fiscal  practices,  the  Bureau  of  Long  Term  Care  staff  time  has  been  seriously 
diverted  from  normal  rate  activity  because  of  court  orders  and  lengthy  litigation. 
Without  exception,  all  nursing  home  bankruptcies  involve  ownership  in 
multiple  facilities. 

A  number  of  seminars  and  training  sessions  were  given  by  Bureau  staff 
usually  under  the  auspices  of  the  Massacnusetts  Federation  of  Nursing  Homes  or 
the  Association  of  Massachusetts  Homes  for  the  Aging. 


C .    BUREAU  OF  COMMUNITY  AND  NON-INSTITUTIONAL  SERVICES 
Introduction 

The  Bureau  of  Community  and  Non-Institutional  Services  establishes  rates  for  _ 
a  wide  range  of  providers  to  which  a  variety  of  rate  setting  policies  and  rnethodologie 
are  applied.    The  thirty- two  regulations  written  and  maintained  by  the  Bureau 
encompass  ambulatory  health  care  services  in  free  standing  settings;  individual 
medical  and  surgical  services  by  physicians,  dentists,  and  private  duty  nurses; 
alternative  extended  care  by  homemakers  and  home  health  aides;  supplemental  services 
such  as  ambulances  and  clinical  laboratories;  and  retail  medical  suppliers  of 
pharmaceuticals  and  durable  medical  equipment.    In  general,  the  work  of  this 
Bureau  is  directed  toward  services  which  either  complement  or  serve  as  alternatives 
to  inpatient  hospital  or  nursing  home  care.    As  the  health  care  system  has  sought 
to  become  more  responsive  to  the  needs  of  individuals  and  has  created  options  to 
traditional  forms  of  care,  the  variety  of  programs  offered  in  community  and  non- 
institutional  settings  had  increased.    Thus,  the  list  of  regulations  administered 
by  this  Bureau  continues  to  grow  and  change  every  year. 


The  primary  objective  of  the  Bureau  is  to  establish  reimbursement  rates  used^ 
by  governmental  agencies  and  by  purchasers  under  the  Workmen's  Compensation  Act  in 
making  payments  to  eligible  providers  of  services  to  publicly-aided  individuals 
and  industrial  accident  patients.    In  so  doing,  the  Bureau  attempts  to  develop 
methodologies  which  will  encouraqe  cost  containment  while  at  the  same  time 
providing  incentives  for  the  expansion  of  those  services  which  state  policy  has 
emphasized  as  priorities. 
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The  work  of  this  Bureau  consists  of  two  major  efforts: 

1)  Research  activities  which  are  geared  to  developing  methodologies  used 
determining  rates  and 

2)  audit  activities  which  both  support  the  efforts  of  the  research  staff 
in  developing  methodologies  and  set  the  rates  in  accordance  with 
current  regulations. 

In  developing  rate  setting  methodologies  a  number  of  complex  issues  must  be 
taken  into  consideration.    One  of  the  most  difficult  is  the  relationship  between 
costs  and  charges.    Data  on  the  actual  cost  of  delivering  services  is  not  always 
available  for  all  provider  groups  (e.g.,  physicians,  dentists)  and  charge  data  which 
is  sometimes  more  readily  available  may  not  always  reflect  the  actual  costs  of 
delivering  services.    Even  when  cost  data  is  available  (as  for  Community  Health 
Centers,  home  health  agencies)  it  raises  problems,  as  the  pass-through  of  all  costs  does 
not  create  incentives  for  providers  to  control  costs.    Thus,  in  settinn  rates 
the  Bureau  carefully  analyzes  the  data  and  attempts  in  it's  methodologies  to 
provide  positive  incentives  for  cost  control,  and  where  indicated  by  state  policy, 
the  expansion  of  services. 

( 1 )    Types  of  Rates 

The  rates  promulgated  by  the  Bureau  are  of  three  basic  types  -  flat  rates  and 
individual  rates,  and  variable  flat  fees. 

(a)    A  flat_ra_te  is  a  single  fixed  rate  applied  to  a  group  of  providers 
regardless  of~specific  individual  costs  or  charges.    Every  provider  covered  by  one 
regulation  receives  the  same  rate  or  an  adaption  thereof.    The  rates  are  established 
for  units  of  service  which  may  be  an  hour,  a  session,  a  visit,  or  a  day. 

Many  variations  of  flat  rates  have  been  developed  to  meet  the  specific  needs 
of  different  provider  groups  and  of  different  state  purchasing  agencies.  Regulations 
for  community  services  which  use  flat  rate  methodologies  include  free-standing 
mental  health  clinics,  adult  day  care  programs,  and  rehabilitation  clinics. 

For  non-institutional  providers,  a  flat  rate  is  most  often  employed  because 
of  the  large  number  of  these  practitioners  and  because  of  the  homogeneous  nature  of 
their  services  regardless  of  where  they  are  rendered  or  by  whom.    Health  care  given 
by  individual  practitioners  such  as  physicians,  dentists,  audiologists ,  pharmacists, 
psychologists,  private  duty  nurses,  chiropractors,  and  other  specialized  professionals 
are  reimbursed  at  fee-for-servi ce  flat  rates.    For  those  providers  who  offer  a 
combination  of  professional  services  and  products  such  as  pharmacists,  prosthetists , 
and  orothotists,  the  rates  generally  reflect  the  cost  of  the  product  plus  a  mark-up, 
or,  in  the  case  of  pharmacists,  a  dispensing  fee.    The  mark-up  is  intended  to  cover 
overhead  and  to  allow  some  margin  of  profit  for  the  providers. 

In  setting  non-institutional  service  rates  the  following  data  is  reviewed  when 
available:    usual  and  customary  charge  information  collected  from  provider 
organizations,  third  party  payers  and  other  governmental  agencies;  Medicaid  rates 
from  other  states;  federal  guidelines  and  Medicare  data.    In  addition,  national 
and  state  health  policy  is  examined  for  reimbursement  implications. 
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(b)  Individual  cost-based  rates,  unlike  class  rates,  are  computed  on  an 
individual  provider  basis.    The  level  of  reimbursement  is  established  after  tie 
allowable  costs  of  the  specific  provider  are  determined.    The  methodology  for  an 
individual  rate  provides  incentives  for  cost  containment  by  building  into  it  limits 

on  such  variables  as  overhead,  productivity  etc.    Provider  groups  covered  by  regulatior 
that  employ  this  cost-based  methodology  are  psychiatric  day  treatment  centers, 
home  health  agencies,  health  support  services  for  severelv  handicapped  persons  in 
independent  living  programs,  and  community  health  centers. 

The  advantage  of  such  a  methodology,  as  demonstrated  by  the  communith  health 
centers  regulations,  is  that  it  allows  consideration  of  invidivual  costs  and  nrogram 
components  which  set  a  particular  provider  group  anart  from  other  orovider  groups, 
as  well  as  from  each  other.    Individual  rates  recognize  the  utilization  of  different 
inputs,  the  provision  of  varying  levels  of  support  services,  and  the  existence  of 
different  areas  of  efficiency. 

(c)  Variable  Flat  Fees.    Each  of  the  two  types  of  rates  discussed  above  has 
inherent  disadvantages.    A  flat  rate  may  not  allow  for  diversity  within  the  provider 
group.    On  the  other  hand,  an  individual  cost  based  rate  may  not  provide  incentives 
to  control  costs  as  the  rate  will  decrease  as  costs  decrease.    In  an  attempt  to  deal 
with  these  issues,  the  Bureau  is  beginning  to  look  into  setting  "variable  flat  fees". 
In  this  approach,  flat  rates  are  assianed  to  sub  groups  within  a  orovider  catenory. 
This  approach  has  the  advantages  of  the  flat  rate  methodology,  yet  still  allows  for 
diversity  within  a  provider  group.    The  first  attemnt  to  use  this  methodology  is  in 
the  homemaker  regulation  which  has  been  proposed  and  is  currently  under  review  for 
adoption  by  the  Commission.    In  this  regulation  agencies  were  grouped  into  nine 
categories  by  volume  and  a  flat  rate  was  assigned  to  each  category.    In  the  future 
the  Bureau  hoDes  to  refine  this  regulation  to  orovide  for  services  specific  groupings 
and  to  expand  the  approach  to  other  regulations. 

( 2 )  Regulations 

During  FY  1930  regulations  were  reviewed  by  the  Commission  and  adopted. 
Another  were  reviewed  and  are  currently  awaiting  public  hearing. 

Reflations  or  Amendments  Adopted 


a)    Community  Health  Centers  114.3  CAR  31.00 


The  methodology  which  allows  for  individual  cost  based  rates  subject 
to  utilization  norms  and  unit  cost  ceilings,  was  not  changed. 
Amendments  were  adopted  which  applied  an  inflation  factor  to 
the  reported  costs  in  order  to  allow  for  inflation  during  the 
rate  year. 

b)    Out  Patient  Tuberculosis  Control  Services  114.3  CMR  8.00 


After  conducting  study  of  the  appropriate  inflation  indices  and 
cost  figures  rates  were  increased  by  approximately  21'.^. 
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c )  Adult  _°ay_  H_ea 1  th  .1  li ._3_  CMJLO_._00 

After  reviewing  cost  information  submitted  by  Adult  Day  Health 
Programs  a  rate  of  $16  was  established  for  all  programs.    This  rate 
was  based  on  average  costs  of  the  program  plus  an  inflation  factor. 

d )  Homemaj ke  r /Home  HeaUMi jte  114.3  CMR  11.00 

The  methodology  for  this  regulation  was  maintained  for  this  year; 
however,  an  inflation  factor  was  applied  to  reported  costs. 

e)  Family  Planning  Services  114.3  CMR  12.00 

Although  this  regulation  was  reviewed,  the  basic  rate  was  not 
increased.    Analysis  and  comparison  of  this  rate  with  rates  for 
similar  programs,  showed  no  justification  for  an  increase  in  the 
visit  rate.    However,  rates  for  contraceptives  dispensed  by  these 
clinics  were  increased  to  reflect  increase  in  costs. 

f )  Dental  _Servjces_  114.3.  CMR  1 _4 . 00 

An  overall  increase  of  20*  was  added  to  dental  rates.  However 
the  increase  was  weighted  to  preventative  and  primary  care  dental 
services  in  recognition  of  the  state's  policy  of  encouraginn 
primary  and  preventative  dental  and  medical  services. 

9 )    Vi_sjqn_ Care  114.3  CMR  15.00 

Because  research  showed  that  cost  of  materials  was  constant,  only  the 
dispensing  fee  for  these  services  was  increased.    Increases  for 
dispensing  fees  ranged  from  7  to  11  percent. 

h )  Phy_s_i cia ns  _Fees_  Covered  by  Regulations  for  Surg ery,  Anesthesia, 
114.3' C,fR"l6".00,  Medical  Services  114.0  CMR  17T0Q  and  Radiology 
114.3  CfrfR'lOO 

Fees  were  increased  by  7%  for  these  providers,  after  reviewing 
available  data  and  conducting  a  survey  of  physicians  fees  in  other 
states . 

i)  Clinical  Labs  114.3  CMR  20.00 


The  laboratory  regulation  underwent  extensive  revision  and  was  the 
result  of  fee  surveys  of  representative  labs,  as  well  as  analysis 
of  third  party  payor  information.    In  many  cases  rates  were 
unchanged  or  decreased  because  of  increased  use  of  technology. 

j )    Private  Duty  Nurses  114.3  CMR  24.00 

These  rates  were  increased  by  3.2%  after  review  of  appropriate 
inflation  indices. 
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k )    Ambulance  Services  114.3  CMR  27.00 

Although  a  survey  was  conducted  among  providers  of  these  services, 
the  response  was  less  than  adequate  to  make  major  revisions  to  the 
regulation.    Rates  were  increased  by  7%. 

1 )    Pharmacy  114.3  CMR  31.00 

This  regulation  has  two  components:    a  dispensing  fee  which 
includes  overhead  costs,  and  a  drug  cost.    The  methodology  for 
determining  drug  cost  was  not  changed  but  the  dispensing  fee  was 
increased  7%. 

m)    Prosthetic  Services  114.3  CMR  34.00 


These  rates  were  formerly  governed  by  the  Durable  Medical  Equioment 
regulation.    Due  to  administrative  problems  and  the  district  nature 
of  prosthetic  services,  the  Burean  decided  to  promulgate  a  separate 
regulation  for  prosthetic  services  which  will  serve  to  facilitate 
rate  determination  and  to  decrease  administrative  confusion  for  the 
purchasing  agencies.    The  regulation  includes  a  7%  increase  in 
prosthetic  devices  generally,  and  a  greater  increase  in  rates  for 
hydraulic  knees  which  require  more  intensive  service. 

Regulations  Awaiting  Public  Hearing 

a )  Podiatry  Services  114.3  CMR  26 . 00 

An  increase  of  7%  v/as  added  to  the  rate.    In  addition,  rates  for  surgica 
procedures  commonly  performed  by  Podiatrists  were  incorporated  into 
this  regulation. 

b )  Homemaker/Home  Health  Aides  114.3  CMR  11.00 

Extensive  research  was  undertaken  on  this  regulation  and  a  new 
methodology  has  been  proposed  in  which  agencies  will  receive  a  rate 
based  on  their  volume.    Rates  were  developed  for  9  volume  categories 
using  data  from  the  cost  reports.    Rate  consists  of  a  uniform 
allowance  for  wages  and  benefits,  and  an  overhead  allowance  which  varies 
by  volume. 

c )  Mental  Heal th  Centers  114.3  CMR  6.00 

In  a  major  research  effort,  staff  analyzed  cost  data  submitted  by 
Mental  Health  Centers.    A  flat  fee  of  $36  is  proposed  for  an  hour 
visit.    This  fee  reflects  average  costs  of  the  centers  adjusted  for 
productivity  and  overhead  caps  plus  an  inflation  factor. 

d )  Psychology  Services  114.3  CMR  29.00 

In  the  proposed  regulation  these  rates  are  increased  by  25%  to 
reflect  inflation. 
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e)    Chiropractors  114.3  CUR  23.33 

Currently  Medicaid  does  not  purchase  Chiropractic  services  so  these 
rates  are  set  principally  for  those  purchasing  services  under  the 
Workmen's  Compensation  Act.    These  proposed  rates  have  been  increased 

by  49:;. 

Rj^qujatiqns  Under  Re  vis  km 
During  FY  80  research  also  began  on  the  following  regulations: 

a )  Psychia t n_c_D_ay_  Treatment  114.3  CMR  7.00 

A  new  cost  reporting  form  was  designed  and  distributed  to  all 
certified  programs  in  the  state.    The  information  collected  from 
these  reports  will  be  used  to  update  both  the  regulation  and  the 
individual  cost-based  rates. 

b )  !L°!* J LeA! th  Agj2ji_ci_e_s_  114.3  CMR  3. 00 

An  extensive  study  of  this  regulation  is  being  undertaken.  Elements 
of  the  revision  will  include  cost  limits  per  visit  per  discipline, 
an  updated  inflation  factor,  and  the  development  of  a  productivity 
incentive.    Additionally,  cash  flow  problems  with  larger  agencies 
are  under  close  scrutiny  to  determine  whether  the  revised 
methodology  is  canable  of  providing  relief  in  this  area. 

Audit  Staff  Activities 


a )  Audits 

During  FY  30  staff  conducted  339  desk  audits  and  23  field  audits  for 
the  following  provider  groups:    community  health  centers; 
communith  mental  health  centers;  home  health  agencies;  homemaker 
agencies;  psychiatric  day  treatment  centers. 

b )  Rate  Calcula t i ons  _a_nd_  Administrative  Relief 

Under  the  Home  Health  Agency  Regulation  anencies  may  submit 
applications  for  change  in  charges  which  reguire  staff  to 
calculate  rates.    This  regulation  and  the  homemaker  regulation 
also  have  a  provision  for  administrative  relief.    In  FY  80  f>6 
change  in  charge  applications,  43  applications  for  administrative 
relief  were  processed  and  67  administrative  adjustments  were  made. 
Audit  staff  also  set  rates  for  23  community  health  centers,  130 
homemaker  agencies,  and  5  psychiatric  day  treatment  facilities. 
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c)    Audit  Systems 


During  FY  80  a  number  of  internal  activities  took  place  which  v/ere 
geared  toward  streamlining  audit  functions  and  improving  the 
efficiency  of  the  Bureau.    Desk  audit  programs  v/ere  developed 
for  home  health  agencies,  mental  health  centers,  and  homemaker 
agencies,  and  new  cost  reports  were  designed  for  mental  health 
centers  and  homemaker  agencies.    A  computer  data  base  and 
statistical  package  as  well  as  a  rate  generation  program  v/ere 
developed  for  homemaker  agencies.    The  administrative  relief 
back  log  v/as  eliminated  and  administrative  relief  reguests  are 
now  processed  within  3  weeks  of  submission  of  apDropriate  data. 

d )    Other  Acti vi ties 

In  order  to  aid  providers  in  filling  out  cost  reports  and 
understanding  the  Rate  Setting  process,  audit  staff  meets  with 
providers  on  an  ongoing  basis.    In  FY  80  a  2  day  workshop  was  held 
for  Mental  Health  Centers  to  explain  the  cost  renort.    Audit  staff 
also  met  with  United  Way,  and  Home  Care  Corporations  to  explain 
how  rates  are  calculated. 

( 4 )  Contract  Review  and  Final  Settlement 

In  addition  to  establishing  rates  and  writing  regulations,  the  Bureau 
reviews  contracts  and  performs  audits  for  the  purpose  of  final  settlement  between 
Blue  Cross  and  various  providers  such  as  health  maintenance  organizations,  pharmacies 
mental  health  centers,  detoxification  facilities,  and  home  health  agencies.  It 
also  participates  in  the  review  of  contracts  between  governmental  units  of  the 
Commonwealth  and  certain  health  providers  such  as  HMO's  for  recommended  approval  or 
disapproval  of  suggested  rates  contained  therein.    The  general  procedure  for 
approving  such  contracts  is  to  examine  the  actuarial  assumptions,  including,  but 
not  limited  to,  those  of  hospital  inflation,  hospital  and  medical  costs,  and 
enroll ee  activity,  on  which  capitation  rates  are  based.    The  terms  of  the  agreements 
are  also  scrutinized. 

(5)  Other  Activities 

In  addition  to  their  Rate  Setting  responsibilities  members  in  the  Bureau 
work  with  other  state  agencies  to  ensure  that  reimbursement  policy  is  consistent 
with  state  policy  for  tne  provision  of  health  care  services.    They  also  work  with 
providers  to  interpret  Commission  policy  to  them  and  to  receive  input  from  groups 
who  are  subject  to  Bureau  regulations.    During  FY  80  staff  participated  in  the 
following: 

a)  Mental  Health  Cost  Reporting  Task  Force 

b)  Mental  Health  Regulation  Task  Force 

c)  HMO  Task  Force 
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d)  Alcoholism  Task  Force 

e)  Advisory  Council  for  the  Homemaker/Home  Health  Aide  training 
cooperative  sponsored  by  U  Mass  Medical  School  Gerontology 
Planning  Project  and  Qui ni si gamond  Community  College 

f)  Adult  Day  Health  Services  Interagency  Committee 

g)  Independent  Living  Services  Coordinating  Group 

h)  Technical  Advisory  Committee  for  Dental  Case  Management  Procram 

i)  Advisory  Group  to  Management  Study  of  Hampshire  -  Berkshire  County 
Home  Health  Agencies 

j)    Advisory  Group  for  Interpretation  of  DPH  Regulations  for  Home 
Health  Agencies 

Staff  has  also  presented  lectures  at  the  following: 

a)  Northeastern  University  Physician  Assistant  Program 

b)  Annual  Meeting  of  National  Association  of  Community  Health  Centers 

c)  Conference  on  Long  Term  Care  sponsored  by  the  Mass  Gerontology 
Associ  ation 

d)  Annual  Meeting  of  the  Mass  Council  of  Homemakers 

e)  Panel  on  Rate  Setting  sponsored  by  the  Elderly  Coalition 

f)  Conference  sponsored  by  Mass  Association  of  Human  Services  Providers 


Summary 

During  this  year  the  Bureau  has  attempted  to  develop  internal  systems 
which  will  allow  staff  to  function  in  as  efficient  manner  as  possible.  Priorities 
have  been  set  in  such  a  way  as  to  ensure  a  thorough  research  effort  on  some 
regulations  each  year  while  others  receive  limited  review. 

The  primary  objective  has  been  to  develop  reimbursement  policy  which 
recognizes  the  desirability  of  substituting  primary  care  for  specialty  care, 
which  encourages  the  development  of  ambulatory  and  extended  care  alternatives 
to  inpatient  care,  and  which  consideres  the  specific  needs  of  different  providers 
while  remaining  consistent  with  Commission  and  purchasing  agency  objectives. 
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D.    BUREAU  OF  EDUCATIONAL  AND  SOCIAL  SERVICES 


( 1 )  Introduction:    General  _Overview 

The  Rate  Setting  Commission  has  jurisdiction  over  the  rate  of  payment 
educational  and  social  services  purchased  by  governmental  units.  Traditionally, 
because  of  the  large  volume  of  individual  programs  encomoassed  by  this  group, 
educational  and  social  service  providers  have  been  divided  into  two  classes: 
those  over  which  the  Commission  had  jurisdiction  prior  to  July  1,  1975,  including 
programs  funded  under  Chapter  766  of  the  Acts  of  1972  (the  Special  Education  Law); 
and  contracted  social,  educational  and  rehabilitative  programs  for  which  the 
Commission  had  not  been  responsible  prior  to  July  1,  1975. 

The  Bureau  of  Educational  and  Social  Services  is  responsible  for  the  first 

group  of  providers  although  as  this  Bureau  continues  to  set  rates  for  new 

programs  each  year,  the  distinction  is  based  more  on  type  of  provider  than  on  an 
historical  dateline. 

During  fiscal  1930  Administrative  Services  Personnel  continued  to  be 
responsible  for  the  second  group  of  providers;  however,  during  fiscal  198)  the 
Commission  prepared  for  the  implementation  on  July  1,  1980  of  a  new  Bureau  of 
Purchased  Services  to  be  responsible  for  this  second  group  of  providers. 

The  primary  purchasers  of  the  programs  whose  rates  of  reimbursement  are 
set  by  the  Bureau  of  Educational  and  Social  Services  include  the  Departments  of 
Social  Services  and  Youth  Services,  the  Local  Education  Authorities  represented 
by  the  Deoartment  of  Education  and  the  Office  for  Children;  the  types  of  programs 
include  the  following:    programs  purchased  under  Chapter  766,  residential  or 
group  care  homes,  secure  detention  programs,  foster  care,  family  day  care, 
protective  day  care  and  group  day  care  nrograns.    Although  the  Bureau  of  Purchased 
Services  (BROS)  also  sets  rates  for  programs  purchased  under  contract  by  these 
governmental  agencies,  BROS  is  solely  responsible  for  similar  programs  purchased 
by  the  Department  of  Mental  Health. 

( 2 )  Reimburs ei  .:en_t_  J  ie  chanisms 

( a )    Cos_t  Review  Rei mburs ement:    Accommodations,  Standard  Purchase 
and  Provider  Sub-Purchase  Programs 

The  regulation/reimbursement  formula  aoplied  to  each  provider  is  dependent 
on  the  arrangement  by  which  the  program  is  purchased  by  the  major  governmental 
purchasing  unit.    During  fiscal  1980,  three  different  regulations  for 
accommodations,  standard  purchase  and  provider  sub-purchase  programs  governed 
the  rates  for  reimbursement  for  Bureau  of  Educational  and  Social  Service 
providers  reimbursed  on  a  cost-review  reimbursement  system. 

Under  an  accommodations  program  the  purchasing  governmental  unit  contracts 
with  the  provider  to  purchase  a  given  number  of  slots  or  accommodations 
independent  of  the  actual  utilization  of  the  program.    For  accommodations 
programs,  the  rate  setting  methodology  sets  a  uniform  and  usage  rate;  the  uniform  rate 
reflects  a  reimbursement  of  the  program's  fixed  costs  as  required  to  provide  services 
for  the  specific  number  of  contracted  slots;  the  usage  rate  reflects  the  marginal 
costs  which  a  program  must  incur  for  each  contracted  slot.    An  accommodations  program 
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must  be  reimbursed  the  uniform  rate  independent  of  any  specific  utilization 
rate;  on  the  other  hand,  the  payment  of  the  usage  rate  is  based  on  the  purchasing 
agency's  specific  utilization  of  the  program.    The  Department  of  Youth  Services 
is  the  primary  purchaser  of  accommodation  type  programs. 

Under  a  standard  purchase  program  the  purchasing  governmental  unit  purchases 
individual  slots  in  a  program  independent  of  any  other  purchaser  or  specific 
contracted  utilization  level. 

The  rate  setting  methodology  sets  a  rate  for  a  standard  purchase  program  on  a 
reimbursable  per  diem  service  unit.    Essentially  the  reimbursement  is  equivalent 
to  seeting  a  tuition  rate  for  a  private  school. 

The  majority  of  programs  currently  purchased  by  the  Commonwealth  in  the  areas 

of  educational  and  social  services  are  classified  by  the  Commission  as  standard 

purchase  programs  and  include:    day  or  residential  schools  and  treatment  centers, 

group  homes,  some  half-way  houses,  and  camps. 

Under  a  provider  sub-purchase  program,  the  provider  coordinates  and  administers 
the  general  program  while  sub-contracting  with  other  parties  for  the  direct 
delivery  of  service.    Programs  of  this  type  include  family  day  care  and  foster 
care  programs.    The  rate  setting  methodology  sets  two  rates  for  this  type  of 
provider:    a  central  operating  rate  which  reimburses  a  program  for  its  overhead 
expenses  independent  of  actual  utilization  and  a  sub-unit  rate  which  is  the  rate 
the  provider  pays  to  purchase  services  from  a  third  party.    For  example,  in  a 
foster  care  program  the  central  operating  rate  would  cover  the  screening  and 
placement  of  a  client  while  the  sub-unit  rate  would  be  paid  to  the  foster  parents 
on  a  per  diem  basis. 

Independent  of  the  individual  fo-mulas  used  for  setting  rates  based  on  the 
purchasing  situation,  the  general  provisions  governing  an  accommodations,  standard 
purchase  and  provider  sub-purchase  programs  are  the  same.    In  all  cases  the  rate 
reflects  the  programmatic  decisions  made  by  the  purchasing  governmental  unit  in 
terms  of  the  level  of  services  purchased. 

Regulations  allow  for  initial  rates  to  be  set  for  new  programs  based  on  either 
a  budget  negotiated  by  the  provider  and  the  major  purchasing  governmental  unit 
or  historical  costs  which  must  be  reviewed  and  approved  by  the  major  purchasing 
governmental  unit. 

For  programs  whose  rates  have  already  been  approved  by  the  Commission, 
the  Bureau  of  Educational  and  Social  Services  sets  prospective  rates  based  on 
historical  cost  information.    Rates  are  set  annually  based  on  a  three  year  rate 
cycle.    For  example,  in  setting  fiscal  1981  rates,  fiscal  1979  costs  are  submitted 
to  the  Commission  on  an  RSC-500  cost  report:    during  fiscal  1930  these  costs  are 
reviewed  for  allowable  costs,  the  allowable  variable  costs  are  adjusted  by  a  cost 
adjustment  factor  and  the  program's  fiscal  1981  rate  is  set  either  as  an 
accommodations,  standard  purchase  of  provider  sub-purchase  rate  effective  July  1,  1930. 
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The  prospactive  methodology  used  by  the  Bureau,  assumes  that  program  content 
remains  static  from  year  to  year.    In  order  to  reflect  program  changes  agreed 
to  by  the  major  purchasing  governmental  unit  and  the  provider,  Commission  regulations 
allow  an  aoproved  rate  to" be  adjusted  by  either  negotiations  or  administrative 
adjustment.    The  criteria  for  either  process  is  the  same  and  includes:  increases 
or  decreases  in  costs  due  to  statutoty  or  regulatory  requirements,  significant 
changes  in  grants  or  other  sources  of  funding,  discretionary  program  changes  such 
as  changes  in  full  time  equivalents  agreed  to  by  the  provider  and  the  major 
purchasing  agency  or  a  financial  situation  which  seriously  threatens  the  stability 
of  the  program.    For  both  the  negotiation  and  administrative  adjustment  process, 
the  changes  in  costs  must  be  reviewed  and  approved  by  the  major  purchasing 
governmental  unit;  the  only  difference  in  procedure  is  one  of  timing.  Negotiation 
allows  an  adjustment  to  a  rate  effective  from  the  beginning  of  the  fiscal  year; 
administrative  adjustment  allows  an  adjustment  to  a  program's  current  operating 
rate. 

( b )    Cont ract  Review:    flrrmp_  n*v  Care  and  Protective  Dav  Care  Center 

Programs 

For  group  day  care  and  protective  day  care  programs  the  rate  is  negotiated 
directly  by  the  major  purchasing  agency  and  the  provider  in  response  to  Request 
for  Proposals  (RFP's)  sent  out  by  the  purchasing  agency.    For  group  day  care 
programs.  Commission  regulations  define  maximum  allowable  rates  which  serve 
as  limits  to  the  negotiated  rate.    In  both  cases,  the  Commission  reviews  the 
"negotiated"  rates  submitted  by  the  purchasing  agency  and  approves  those  rates 
if  they  are  within  the  limits  of  the  regulations. 

( 3 )    Admin i strati ve  Improvements 

Significant  changes  were  made  in  tne  Bureau  during  fiscal  1930. 

In  February,  1930  a  new  director  was  hired  who  has  implemented  a  number  of 
new  initiatives. 

First,  internal  procedures  have  been  streamlined  to  decrease  duplication  and 
unnecessary  paperwork  and  to  make  bureau  staff  more  responsive  to  provider  and 
purchasing  agency  issues.    A  major  analysis  of  record  keening  and  management 
information  was  undertaken  and  the  recommended  changes  implemented. 

Secondly,  since  only  15  out  of  350  1979  cost  reports,  as  initially  submitted, 
were  complete,  the  new  director  has  focused  on  improving  communication  between 
the  Commission  and  providers.    Teaching  modules  have  been  developed  and  workshops 
conducted  where  the  major  emphasis  has  been  an  explanation  of  the  Commission, 
BESS  regulations  and  the  importance  of  submitting  complete  cost  reports  in  order 
to  ensure  timely  rate  setting.    In  addition,  the  Bureau  in  conjunction  with 
the  Bureau  of  Purchased  Services  will  be  submitting  monthly  columns  to  newsletters 
put  out  by  the  Massachusetts  Council  of  Human  Service  Providers  and  the  Massachusetts 
Association  of  Approved  "766"  Private  Schools. 
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The  director  is  a  permanent  member  of  the  Providers  Negotiating  Committee, 
a  group  chaired  by  the  Executive  Office  of  Human  Services  which  includes 
representatives  from  the  purchasing  governmental  agencies  as  well  as  providers. 
Bureau  staff  are  members  of  the  "ate  Setting  Task  Force  of  the  Negotiating 
Committee  and  the  director  chairs  a  work  group  of  that  task  force. 

( 4 )    Regulatory  _Cjia  n  g  os  and  Project  ions  for  Fiscal  1981 

Mirroring  the  administrative  improvements,  a  number  of  regulatory  changes 
were  made  during  fiscal  1980. 

A  new  regulation  for  accommodations,  standard  purchase  and  provider 
sub-purchase  programs  was  promulgated  effective  July  1,  1980.    The  new  regulation 
simplified,  clarified  and  incorporated  into  one  regulation  the  old  regulations 
governing  those  classes  of  providers.    In  addition,  the  cost  principles  included 
in  the  new  regulation  are  being  reviewed  and  going  to  public  hearing  again  in 
January  1931. 

The  negotiation  process  was  implemented  for  the  first  time  and  the  cost  reoorts, 
administrative  adjustment  forms  and  negotiation  forms  as  well  as  the  instructions 
for  those  forms  were  reviewed  and  revised  in  order  to  simplify  and  clarify 
tne  process  for  providers. 

Based  on  an  agreement  with  the  Department  of  Social  Services  to  implement 
a  cost  analysis  and  significant  revisions  to  the  day  care  regulations,  increases 
in  the  group  day  care  maximum  allowable  rate  were  promulgated  and  protective  day 
care  was  incorporated  into  Bureau  regulations  for  the  first  time. 
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E.  SUPPORT  UNITS 

1.    BUREAU  OF  POLICY  AMD  ANALYSIS 


The  Bureau  of  Policy  and  Analvsis  oerfoms  a  service  bureau  function  v/ithin 
the  Commission  and  has  no  direct  responsibility  over  the  establishment  of  rates  of 
reimbursement  to  be  paid  to  providers  of  services  delivered  to  publicly-assisted 
clients.    The  Bureau's  tasks  range  from  providinq  technical  and  support  services 
to  line  bureaus  to  numerous  projects  requiring  information  and  cost  data  collection. 

Projects  generally  originate  through  the  request  of  a  Commissioner  or  bureau 
director  and  may  be  planned  or  imnromptu.    An  example  of  a  planned  project  would 
be  the  determination  of  the  fiscal  impact  upon  the  Commonwealth  given  a  change  in 
the  federal  minimum    wage  requirements.    Such  a  federally  mandated  change  impacts 
upon  all  RSC  line  bureaus  and,  therefore,  the  project's  findings  would  be 
diseminated  to  each  of  them.    Many  of  the  projects  performed  for  individual  line 
bureaus  serve  as  a  basis  for  similar  reviews  for  another  line  bureau.    With  one 
bureau  synthesizing  a  variety  of  projects,  a  consistency  in  methodological  aoproach 
develops . 

Over  this  past  year,  a  concerted  effort  has  been  made  to  bolster  technical 
and  support  services  to  the  smaller  RSC  line  bureaus. 

Members  of  the  Bureau  staff  are  comprised  of  research  analysis,  statisticians 
and  accountants.    This  cross-section  of  expertise  allows  for  a  variety  of  projects 
and  tasks  to  be  undertaken,  and  the  following  is  a  listing  of  those  engaged  in 
during  fiscal  year  1980. 

A )     Hospital  Bureau 

1)  worked  with  members  of  both  Bureau  of  Long  Term  Care  and 
Hospital  Bureau  in  developing  a  reimbursement  methodology 
for  Public  Medical  Institutions  (PMI); 

2)  reviewed  novel  methodologies  for  inflation  projections  for 
Medicaid  rate  setting  and  Chapter  409  charge  review, 

3)  preoared  inflation  projections  for  Medicaid  rate  setting 
and  Chapter  409  charge  review; 

4)  developed  computer  programs  for  calculation  of  inflation 
projections ; 

5)  reviewed  aggregate  cost  and  revenue  data  for  Massachusetts 
hospitals  in  conjunction  with  American  Hospital  Association 
review  of  methodology  and  results  of  such  studies  for  the 
U.S. ; 

6)  reviewed  and  documented  substitute  methodologies  for  current 
loading  factor  as  the  basis  for  the  allocation  of  hospital 
"overhead" ; 
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7)  performed  screening  of  hospital  cost  reports  (401)  in 
preparation  for  keypunching; 

8)  reviewed  types,  sources,  and  levels  of  hospital -based 
physician  compensation; 

9)  reviewed  and  documented  alternative  methodologies  for 
encouraging  reduction  in  energy  use; 

10)  collection  and  review  of  Chapter  409  budget  summary 
information,  hospital  statistics  and  costs; 

11)  developed  computer  programs  for  analysis  of  Chapter  409 
data; 

12)  analyzed  hospital  charge  submissions  pursuant  to  Chapter 
409;  and 

13)  worked  with  various  agencies  and  bureaus  in  developing  a 
comprehensive  approach  to  the  solution  of  the  "AND" 
problem; 

14)  proposed  recommendations  to  blue  Cross  contract  revisions. 
3 )     Bureau  of  E d uc a tj o n aj_  and  Social  Services 


1)  Assisted  Director  in  the  finalization  of  regulation  overseen 
by  this  Bureau  specifically: 

(a)  The  consolidation  of  the  accommodation,  Standard  Purchase 
and  Sub-Purchase  Program  regulations  into  one  regulation. 

(b)  Modification  of  the  Day  Care  regulation. 

2)  Served  as  interim  Director  of  the  Bureau  during  an  organizational 
change. 

3)  Formulated  the  definitions  of  eguity  capital,  the  reimbursable 
components  to  be  included  therein,  and  the  percentage  to  be 
applied  against  it. 

4)  Developed  the  filing  requirements  for  out-of-state  providers. 

5)  Provided  on-going  training  and  assistance  to  staff,  thereby 
facilitating  the  analytic  process  within  the  Bureau. 

6)  Hade  significant  modifications  to  cost  reports  (RSC-401-B,  401-11), 
thereby  enhancing  its  value  as  an  analytic  vehicle. 
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7)    Developed  administrative  adjustment  procedures  and  forms. 

0)  Developed  negotiation  procedures  and  forms. 

9)    Active  in  Rate  Setting  Task  Force,  a  permanent  subcommittee 
of  the  Provider's  Council  negotiating  Committee  of  the  Office 
of  Human  Services.    The  purpose  of  this  group  is  to  make 
recommendation  to  the  Rate  Setting  Commission  about  policy 
and  procedural  issues  regarding  the  setting  of  rates  for 
purchased  social  and  rehabilitative  services. 

10)  Initiated  an  R.F.P.  to  develop  a  uniform  accounting  manual, 
monotoring  its  processing  and  editing  the  final  version  for 
issuance  to  social  service  providers. 

11)  Developed  desk/field  review  procedures  and  techniques. 

12)  Analyzed  problem  providers  vn'th  complex  financial  data. 

13)  Reviewed  the  potential  application  of  computer  systems  in 
Bureau  activities. 

14)  Analyzed  alternative  methods  of  reimbursement. 

15)  Analyzed  a  variety  of  reimbursement  issues  raised  by 
providers  and  purchasing  agencies. 

16)  Analyzed  fiscal  impact  of  internal  and  external  factors 
in  the  rate  setting  process. 

17)  Refined  and  produced  inflation  projections  for  use  in 
rate  setting  process. 

C )     Bureau  of  Long  Term  Care 

1)  developed  heavy-care  passthrough  methodology  in  conjunction 
with  the  Department  of  Public  Health; 

2)  developed  fixed  cost  passthrough  for  level  IV  facilities; 

3)  analyzed  effects  and  impact  of  Department  of  Public  Health 
regulation  changes; 

4)  review  of  Public  Medical  Institution  reimbursement  methodology; 

5)  production  and  documentation  of  inflation  projections 
for  the  calculation  of  cost  ceilings  and  rates; 

6)  preparation  of  numerous  personal  replies  and  advisory 
rulings  to  specific  issues  raised  by  providers; 
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18)  responded  to  legislation  filed  relative  to  changes  in  the 
reimbursement  methodology  and  fiscal  impact  of  rest  home 
facilities; 

19)  responded  to  request  of  Human  Services  to  provide  an 
analysis  of  the  1900  Regulations  and  the  cost  impact  of 
the  regulatory  changes.    Major  impact  areas  included  the 
change  in  the  Cost  Adjustment  Factor  and  changes  in  the 
rate  ceiling  for  rest  homes; 

20)  initiated  the  development  of  key  financial  indicators  as 
potential  determinants  of  the  fiscal  health  of  the  industry; 

21)  conducted  research  into  "parallel  rate"  generation.  A 
streamlining  of  the  interim  and  final  rate  process; 

22)  initiated  the  design  of  a  "computer  integrity"  audit; 

23)  initiated  groundwork  for  the  verification  of  actual 
billed  days  for  nursing  home  patient  davs; 

24)  the  Bureau  continually  reviews  pending  legislation  as  it 
affects  the  Commission,  and  advises  as  to  potential  fiscal 
impact  and  policy  implications; 

25)  research  into  the  feasibility  of  various  Adult  Day  Care/ 
Long  Term  Care  cost  allocation  methodologies; 

26)  participated  in  the  response  to  U.S.  Department  of 
Health,  Education  and  Welfare  office  of  Inspector 
General  inquiry  into  ICF-MR  reimbursement  methodology; 
and 

27)  coordinated  and  maintained  an  open  door  policy  with 
providers,  other  state  agencies  and  interested  parties 
with  respect  to  changes  in  the  regulation,  problem  areas 
within  the  regulation  that  affect  a  provider,  and  new 
methods  of  reimbursement. 

Community  and  Non-Insti tutional  Services 

1)  review  of  Chanter  766  services;  and 

2)  refined  computer  programs  relevant  to  the  Homemaker  Regulati 

3)  reviewed  (Medicaid  and  Blue  Cross  contracts  with  HMO's 
recommended  approval  to  Commissioners; 

4)  reviewed  HMO  applications  for  state  licensure  and 
federal  grants; 
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5)  provided  assistance  to  case  management  program  in  their 
efforts  to  contract  with  a  group  practice; 

6)  exploration  of  issues  for  Blue  Cross-hospital  contract; 

7)  revised  community  health  center  regulation; 

3)    assisted  with  preparation  of  defense  to  oharmacy  suit; 

9)    survey  of  how  other  states  reimburse  pharmacies; 

10)    review  of  DPW  proposed  regulations  for  hospitals  licensed 
health  centers; 

E )     Admi ni strati ve  Se r v i ces 

1)  periodic  testimony  in  various  appeals  of  rates; 

2)  development  of  comprehensive  fringe  benefit  schedule; 

3)  assistance  in  drafting  management  anpraisal  forms;  and 

4)  review  of  Public  Health  Council  matters. 


2 .    LEGAL  SERVICES  TO  TIE  COMMISSION 

Legal  assistance  and  legal  review  of  problems  for  eac;i  of  the  Commission' 
Bureaus  continues  to  reguire  a  substantial  nercentage  of  legal  staff  time.  The 
Bureau  of  Hospitals  reguires  the  largest  amount  of  time  in  reference  to  Medicaid 
(Title  XIX)  reimbursement  issues,  and  specifically  Mass.  State  Plan  issues  and, 
this  year,  questions  regarding  the  payment  for  administratively  necessary  days 
in  hospitals.    Hospital  Medicaid  appeals  are  discussed  separately.    The  hospital 
charge  control  program  under  Chapter  409  of  the  Acts  of  1976  generated  a  range 
of  substantive  and  procedural  legal  issues  as  well  as  two  major  lawsuits.  One 
Hospital  Cureau  research  undertaking  of  some  interest  was  to  review  requirements 
for  furnishing  hospital  case-mix  data  to  the  Coninission  for  purpose  of  improving 
hospital  groupings.    This  was  also  reviewed  in  the  context  of  the  relationships 
between  RSC  and  the  Mass.  Health  Data  Consortium,  Inc. 

Legal  Services  to  Long  Term  Care  was  next  in  order  of  utilization  of 
Commission  legal  staff  services.    Incentive  reimbursement  for  nursing  homes 
required  legal  review  of  Title  19  reguirements ,  and  coordination  of  this  proposal 
with  proposals  to  modify  reimbursement  in  hospitals  for  ANDs.    The  filinci  of 
Chapter  11  proceedings  by  the  I DAK  Corp.  chain  of  nursing  homes  also  require  the 
commitment  of  time  of  one  Commission  lawyer  to  follow  these  proceedings  and 
coordinate  LTC  Bureau  activity  with  the  Department  of  Attorney  General.  The 
Bureau  of  Non-Institutional  Medical  Providers  was  notev/orthy  during  the  past 
fiscal  year  because  of  the  amount  of  litigation  and  appeals  it  generated  over  its 
rate  setting  requirements,  are  discussed  in  reference  to  "litigation". 
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General  Counsel  devotes  substantial  time  to  shepherding  regulations  through 
the  rule-making  process.    Despite  claims  concerning  simplification  of  regulatory 
and  arguments  for  less  regulation,  the  rule-making  process  itself  has  become  a 
formal i stic  nightmare.    For  example,  the  Commi ssion 1 s  rate  setting  methodologies 
are  embodied  in  over  forty  regulations  taking  up  approximately  four  hundred  and 
fifty  pages  in  the  Code  of  Mass.  Regulations.    Most  of  these  regulations  must  be 
promulgated  annually.    Promulgation  is  already  a  lengthy  process,  subject  to  the 
time  requirements  of  the  following  statutes  and  orders: 

1 .  Filing  with  Ways  and  Means,  Post  Audit  Committees  (G.L.  c.6A,  s.  32; 
paragraph  9) : 

The  Commission  must  file  a  copy  of  regulations  and  rates  with  the  budget 
director  and  with  the  house  and  senate  committees  on  Hays  and  Means  and  the  /joint 
legislative  committee  on  post  audit  and  oversight. 

2 .  Compliance  with  Administ rative  Procedure  Act  (G.L.  c.6A,  s.  32) : 

Chapter  30A,  the  State  Administrative  Procedure  Act,  requires,  among  other 
things,  advertisement  and  a  minimum  21  day  notice  period  before  each  public 
hearing  (The  Commission  allows  thirty  days  in  order  to  meet  the  time  requirements 
for  review  by  the  Commission's  advisory  council,  as  noted  below). 

3.  Review  by  Advisory  Council  (G.L.  c.6A,  s.  32): 

This  section  establishes  an  advisory  council  comnosed  of  designees  from 
other  human  service  agencies,  representatives  of  provider  groups  and  consumers. 
Among  the  Advisory  Council's  pov/ers  and  duties  is  "...the  right  to  at  least 
sixty  days  prior  review  and  comment  on  any  proposed  rule  or  regulation  of  the 
Commission  or  any  of  its  bureaus,  with  the  excention  of  regulations  promulgated 
on  an  emergency  basis".    G.L.  6A  s.  34  further  provides  that  "the  Council  shall 
be  notified  at  least  ten  days  in  advance  of  any  public  meeting  or  hearing 
scheduled  by  the  Commission  or  any  of  its  bureaus". 

4 .  Charge  Control   .  Review  by  H o s p i t  aj_  Policy  Review  Hoard  (G.L.  c.6A,  s.  34): 

An  eleven  member  board  which  reviews  regulations  and  rules  pertaining  to 
the  Commission's  hospital  charge  control  program.    Tin's  section  provides,  among 
other  things,  that  "the  boarJ  shall  have  the  right  to  at  least  sixty  days  prior 
review  and  comment  on  any  proposed  rule  or  regulation  of  the  Commission,  except 
for  rules  or  regulations  promulgated  on  an  emergency  basis,  issued  pursuant  to 
sections  thirty-seven  to  forty-six,  inclusive". 

5 .  Executive  Order  #14 5 :    Moti ce_to Agencies  Representing  Cities  and  Towns : 

Requires  another  15  days  notice  regarding  fiscal  impact  to  the  agencies 
named  therein  prior  to  commencement  of  notice  period  under  G.L.  c.  30A. 
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5  •    Federal  Requl  atory  jtegujj  reuents  Under  Title  XIX  of  the  Social  Security  Act 

a.  Regulations  which  are  the  subject  of  an  amendment  to  the 
Commonwealth's  Medicaid  Plan  must  be  submitted  during  the  first 
effective  quarter  for  review  by  the  Secretary  of  Health,  Education 
and  Wei  fare . 

b.  New  Federal  regulations  adopted  by  the  Secretary  of  Health, 
Education  and  lie  1  fare  (over  objections  by  the  Rate  Settinn. 
Commission).    See  42  CFR  Part  447  Section  205  which  provides 
that  agencies  must  give  sixty  day  prior  notice  of  any  proposed 
change  in  the  method  or  level  of  reimbursement  for  a  Medicaid 
service  in  a  broad  range  of  circumstances.    The  notice  must 

be  published  at  least  sixty  days  before  the  proposed  effective 
date  of  the  change  and  must  appear  as  a  public  announcement  in 
the  Code  of  .Massachusetts. 

c.  Inpatient  hospital  rates  under  Title  XIX  of  the  Social  Security 
Act  are  reviewed  by  the  Medical  Advisory  Committee  established  by 
the  Department  of  Public  Welfare  pursuant  to  the  requirements  of 
42  CFR  446.10. 

^ •    Fiscal  Impact  Stateme nt  t o_ be  _F i  1  ed  w ith  Secretary  of  State  (Added  by 
Chapter  367  s .  43  of"  the  "Acts  of  197G") 

Each  regulation  filed  with  the  Secretary  of  State's  office  must  be 
accompanied  by  a  fiscal  impact  statement. 

8 .    Compliance  wit h  Reg u 1  a t i on s  of  the  Secretary  of  State's  Office  (O.L.  c.30A, 
ss.  5-6A  and  950"  CMR~  "20.D0T 

Each  regulation  must  be  typed  and  filed  according  to  rules  and  regulations 
strictly  enforced  by  the  Secretary  of  State's  office  to  ensure  that  the  Code  of 
Massachusetts  Regulations  is  uniform,  un  to  date  and  correct. 

The  foregoing  legal  requirements  applicable  to  the  promulgation  of 
regulations  by  the  Commission  demonstrate  that  our  output  is  subject  to  careful 
scrutiny  by  a  broad  range  of  interested  parties,  including  several  Committees  of 
the  legislature. 

These  numerous  requirements  call  for  extraordinary  legal  and  clerical 
diligence  to  fulfill  the  steos  needed  to  make  a  regulation  effective.  Failure 
to  meet  all  the  procedural  steps  in  the  process  has  been  used  by  regulated 
providers  as  the  basis  for  lawsuits  attacking  the  provisions  of  unpopular  regulations 
The  review  process  under  Par.  2  (Adninistrati ve  Procedure  Act)  and  Par.  4 
(Hospital  Policy  Review  Board)  noted  above,  formed  the  basis  of  two  such 
lawsui  ts . 
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One  other  area,  which  is  public  disclosure  of  information  under  the  Freedom 
of  Information  Act.    In  view  of  the  extensive  data  on  file  at  the  Commission 
regarding  the  cost  of  operations  of  hospitals,  nursing  homes,  other  medical  providers, 
and  fees  for  non-institutional  services,  legal  advice  on  such  requests  is  required 
from  time  to  time. 

Blue  Cross  Litigation 

One  Blue  Cross  Petition  for  Review  remained  on  the  calendar  of  the 
Supreme  Judicial  Court  this  year.    The  matter,  entitled  St.  Luke's  Hospital  vs. 
II jam  (No.  79-11)  may  be  resolved  within  several  months  after  the  parties 
establish  the  record. 

Legal  staff  also  reviewed  provider  contracts  submitted  to  the  Commission 
pursuant  to  G.L.  C.175A  s.  5.    The  Commission  held  a  nublic  hearing  on  a 
disapproval  of  a  proposed  extension  of  provider  agreement  CR-1  which  would  have 
allowed  ilew  England  Sinai  Hospital  another  six  months  to  meet  certain  conditions  of 
parti  cipation . 

Final  settlements  which  v/ere  disputed  at  preliminary  stages  (prior  to  action 
by  the  Commissioners)  were  discussed  and  resolved  at  staff  level. 

Litigation 

One  of  the  most  significant  cases  from  a  hospital  planning  viewpoint 
occurred  in  the  unlikely  area  of  the  Commission's  charge  control  under  Chanter  409 
of  the  Acts  of  197G.    On  June  30,  1983,  the  Supreme  Judicial  Court  of  Mass.  upheld 
the  power  of  the  Commission  to  deny  approval  of  charges  for  services  which  require 
a  Determination  of  Need  (DON),  issued  by  the  Department  of  Public  Health,  if 
there  is  no  DON  for  such  services.    The  Commission  denied  the  application  of 
Mercy  Hospital  for  new  charges  for  a  CT  scanner  on  the  basis  that  as  a  ''substantial 
change  in  services"  a  DON  was  required,  as  the  Commission  had  been  so  advised  bv 
DPH.    The  court  held  that  the  statute  granting  the  Commission  the  power  to  issue 
regulations  and  to  set  standards  to  be  applied  in  reviewing  applications  for  new 
charges  and  to  approve  or  disapprove  such  applications  in  whole  or  in  part, 
provided  authority  for  the  Commission  to  adopt  the  standard  that  a  certain  cost 
would  not  be  recognized.    The  court  thus  held  that  failure  to  obtain  a  required 
DON  constituted  a  legal  basis  for  denial  of  applications  for  approval  of  new 
charges.    See  Mercy  Hospital  v.  RSC,  19o0  Mass.  Adv.  Sheets  1567.    The  decision 
enhances  the  statutory  and  regulatory  provisions  preventing  hospitals  from 
bypassing  the  scrutiny  of  DPH  when  expanding  their  services.    The  action  of  the 
Commission  may  be  cited  as  entirely  consistent  with  DPH  action  and  with  the 
legislative  intention  to  prevent  unnecessary  expansion  of  health  care  facilities 
in  the  Commonweal th  and  encourage  appropriate  allocation  of  resources  for  health 
care  purposes. 

In  March,  1930,  the  trial  has  held  in  Mass.  State  Pharmaceutical 
Association,  et.  al.  y.  Mudarri ,  et.  al.  in  Suffolk  Superior  Court. 


Plaintiffs  are  the  Mass.  State  Pharmaceutical  Association  (MSPA)  and 
a  group  of  pharmacists,  on  behalf  of  themselves  individually,  all  members  of  the  MSPA 
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and  all  pharmacy  providers  similarly  situated.    They  seek  injunctive  relief, 
attacking  the  promulgation,  methodology  and  dispensing  fee  contained  in  the 
Commission's  Regulation  114.3  CMR  31.00,  Prescribed  Drugs.    The  plaintiffs  also 
complain  that  section  31.04(2)(a)4  conflicts  with  G.L.  ch.112,  s.  12D,  resulting 
in  the  possibility  of  a  pharmacists  dispensing  a  trade  name  drug  but  being 
reimbursed  for  the  less  expensive  interchangeable  drug. 

The  trial  lasted  over  a  oeriod  of  two  weeks  with  extensive  testimony  from 
witnesses  for  both  parties  to  the  case. 

The  trial  judge  has  the  decision  under  advisement. 

The  case  of  John  J.  Byrne et.  a! .  and  the  Mass.  Medical  Society  v.  Weiner 
et.  al . ,  was  brought  to  a  successful  conclusion  in  the  Superior  Court. 

Various  physicians  haJ  filed  a  complaint  against  RSC,  DRW,  and  the 
Secretary  of  Human  Services  seeking  declaratory  and  injunctive  relief  and  money 
damages,  alleging  in  general  the  imoroper  promulgation  of  the  present  physical 
reimbursement  regulations  (14  CHSR  406,  Allowable  Fees  for  Surgical  and  Related 
Anesthesia;  14  CilSR  407,  Allowable  Fees  for  Medical  and  Related  Anesthesia;  and 
14  CHSR  403,  Allowable  Fees  for  Radiology),  the  failure  to  revise  the  regulations 
annually,  failure  to  comply  with  certain  HEW  regulations,  afford  plaintiffs  due 
process  prior  to  "effectively"  freezing  pre-existing  "inadequate"  and  "out-dated" 
fee  schedules. 

The  agreement  reached  by  the  parties  required  the  Commission  to  hold  a 
public  hearing  on  new  regulations  by  mid-Movenber  or  early  December  1973  and  to 
promulgate  new  regulations  within  93  days  of  the  public  hearing.    A  public  hearing 
was  held  on  November  19,  1973,  and  the  regulations  were  adooted  Januarv  10,  1930, 
to  be  effective  March  1,  1930. 

In  iia_sA-.  Hosjri tal  Association  _v.  Rate  Setting  Contnission  (Superior  Court  No. 
3G152),  in  a  judgment  entered"  October  3,  1379,  Judge  William  Young  made  certain 
rulings  regarding  the  Commission's  Chapter  409  charoe  control  regulations  as 
embodied  in  114.1  CMR  13.00.    While  the  Court  invalidated  the  nrovision  of  the 
Regulation  in  114.1  CMR  13.14  (1) (b) (4)  and  114.1  CMR  13.14  (l)(d)  regarcina  a 
"cost-beyond-control "  (C.B.C.)  that  imminently  threaten  the  financial  stability  of 
the  hospital,  the  decision  found  the  Commission's  regulations  limitinc  "cost- 
beyond-control"  (C.B.C. 's)  to  four  defined  areas  to  be  a  valid  exercise  of  the 
Commission's  regulatory  authority.    The  Court  also  specifically  declared  that  the 
Commission  need  not  hold  individual  adjudicatory  hearings  prior  to  disapproving 
hosm'tal  charge  modifications  and  needed  only  to  direct  a  hospital's  attention 
to  regulatory  ground  upon  which  disapproval  is  based  if  that  ground  expresses  the 
Commission's  policy  in  disapproving  such  charge  modification. 
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Hearings  Before  Mass.  Division  of  Hearing  Officers 

Although  numbers  mean  little  in  terms  of  the  effort  and  work  on 
administrative  appeals  under  G.L.  c.6A,  s.  36,  four  full-time  Commission  lav/ye rs 
devotes  substantially  all  of  their  working  hours  to  administrative  apneal  hearings. 
A  total  of  580  matters  were  formally  scheduled  for  hearings  before  the  Division  of 
Hearings  Officers.    Of  this  caseload,  272  nursing  home  matters  were  settled, 
and  23  hospital  appeal  cases,  including  two  Chanter  409  hospital  charge  control 
cases.    Two  apneal s  involving  rates  for  educational  services  under  the  Bureau  of 
Educational  and  Social  Services  were  settled.    A  total  of  128  rate  setting  appeals 
were  withdrawn  from  the  docket  of  the  Division  by  either  hospitals  or  nursing  homes. 

The  Commission  has  asserted  a  more  aggressive  posture  in  connection  with  its 
defense  of  administrative  aopeals  including  investigation  of  facts  to  determine 
if  the  Commission  should  file  a  counterclaim.    In  one  such  administrative  decision 
Ridgewood  Court  Nursing  Home,  the  Commission  filed  a  counterclaim  to  reduce  the  cost 
basis  of  the  facility.    The  Division  of  Hearing  Officers  found  that  the  Commission  had 
"...clearly  proven  that  numerous  transactions  among  individuals  and  business 
entities  found  to  be  MediCo  personnel  and  related  organizations  led  to  the  inflation 
of  the  purchase  price  of  the  land  and  equipment  at  Ridgewood,  to  an  amount  beyond 
the  bounds  of  reasonableness".    See  Ridoewood  Court  Nursing  Home,  HD-2994F  and 
HD-2995,  "Decision"  date  March  25,  1983. 

The  Commission  is  utilizing  investigative  resources,  information 
available  at  other  public  agencies  and  other  resources  to  more  effectively 
represent  the  fiscal  interest  of  the  Commission  in  appeal  cases. 

Legislation 

The  Commission  submitted  no  legislation  itself  this  session.  However, 
Commission  staff  analyzed  a  variety  of  bills  affecting  the  work  of  the  Commission 
and  worked  actively  to  make  the  Commission's  views  known  to  legislators. 

1 )    Hospital/Bills  Considered  by  Health  Care  Committee 

The  Commission  testified  on  a  number  of  bills  affecting  the  operation 
of  its  Hospital  Bureau.    Two  of  these  bills  were  major  nieces  of  legislation  which 
sought  to  revamp  the  setting  of  hospital  rates  and  charges  under  G.L.  c.GA  ^32 
et  seq.    One  of  these  measures,  H  5674,  was  filed  by  the  Massachusetts  Hospital 
Association.    The  Commission  believed  that  the  bill,  as  drafted,  removed  many  of 
the  procedural  and  substantive  safeguards  built  into  the  current  rate  setting 
practices  and  that  implementation  of  its  provisions  would  encourage  an 
uncontrollable  spiralling  upward  of  hospital  costs  and  charges. 
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ThP  billed  filed  by  the  Hosoital  Insurance  Association  of  America 
(WIAA)  drew  favorable  remarks  from  the  Commission.    H.  3197,  entitled  "An  Act  Further 
latino  Health  Care  Delivery  Systems"  contained  explicit  descriptions  of  concepts 
in  real ation  w   ch  The  Commission  itself  was  considering  Implement  ng ,  among  others: 
e stabl    h ng  s tronqer  links  between  planning  and  rate-setting  functions  collecting 
case  mix  data  and  performing  financial  analyses  of  costs  associateo  with 

term  "nation  of  neeu  projects.    This  bill  and  the  MHA  bill  Previously  ^u^d 
wprp  studied  bv  the  Health  Care  Committee,  but  no  action  was  taken  on  them  during 
h     sessi on .    The  Meal  th  Care  Committee  also  sent  to  study  bills  which  would  have 
deferred  the  implementation  of  uniform  hosoital  reporting  requirements  and  the 
around  and  Sparing  of  hospital  costs.    All  of  these  bills  remained  in  committee 
when  the  1980  session  ended  in  July. 

The  Health  Care  Committee  nave  favorable  reDorts  to  three  bills 
affecting  the  work  of  the  hospital  bureau".    One  of  these    S     04    provide    a  system 
whereby  consumer  representatives  could  intervene  or  Participate  in  various 
^miniQtrativP  nroceedinqs  held  at  the  Commission  involving  the  setting  of  charges 
and  r III sin  ho  and  nursing  homes.    The  exoenses  of  these  consumer  activities 

were  to 'be  defrayed  by  means  of  an  assessment  based  on  the  gross  i -ome  of 
institutions  whose  rates  are  set  by  the  Commission^  Tne  bill  was  sent  to  benate 
VJays  and  Means  and  was  not  enacted  dun  no  this  session. 

The  second  bill  which  received  a  favorable  report  from  the  Health 
Care  Committee  was  passed  bv  both  houses  and  became  Chanter  287  of  t he  Ac ts  of  930. 
Chapter  237  prevents  the  Commission  from  taking  into  account  in  "ttina  rates  and 
approving  charges  for  hospitals  a  variety  of  revenues  available  to  the  hospitals 
from  gifts,  grants,  endowments  and  activities  unrelated  to  patient  care. 

Finally,  near  the  end  of  the  legislative  session,  the  Health  Care 
Committee  heard  and  reported  out  favorably  a  Ml  which  became  Chapter  54^  of  the  Acts 
of  1930  on  July  15,  1930.    The  purpose  of  this  legislation  was  to  create  a 
temporary  charge  control  program  for  hospitals  with  a  fiscal  year  ending  on 

S  30    1930    pending  ?he  issuance  of  a  report  on  un  form  paymer it   y stems  to 
be  issued  by  a  Joint  Executive  Legislative  Commission  "t  up  by  the  legislation. 
The  bill  provided,  in  essence,  that  charge  increases  attrib  table  Nation 
should  be  capped  at  11.5%  over  last  year's  approved  1930  hospital  revenues. 

2)    ^j^ljn;:nw  bv  Committees  Other  Than  Health  Care 

Two  bills  affecting  hospital  rate  and  chj^t«na^«ct^es«re 

The  first  of  these,  Section  55,  authorized  the  Commission  to 
assess  and  collect  a  filing  fee  from  hospitals  based  or i  gross  «~ 
institutions.    The  fee  was  payable  at  the  time  of  filing  app 1  cat  o ns  for  charge 
modifications  and  was  not  to  exceed  one-one  hundredth  of  ^  "StUutions  nross 
income.    Section  34  of  this  year's  budget  authorized  the  Commission  to  set  rates 
for  services  rendered  by  hospitals  on  "administratively  necessary  day >  ^'^ 
which  reflect  the  level  of  care  which  has  been  deemed .appropriate  by the 
Professional  Standards  Review  Organization.    The  Collision  has  pro  u  ga ted 
regulations  implementing  the  filing  fee  provision  and  will  shortly  hold  a  public 
hearing  on  proposed  regulations  regarding  Aj ID  s. 


-  48 


3 )  Nursing  Homes /Action  by  I  Seal th  Care  Commi ttee 

The  Commission  testified  in  favor  of  S.  551  which  would  have  allowed 
the  Commission  an  extra  three  months  in  which  to  set  interim  rates  for  nursing  and 
rest  homes.    The  Commission  believed  that  passage  of  this  bill  would  result  in 
significant  administrative  advantages  (staff  time  savings,  elimination  of  costly 
retroactive  adjustments)  and  would  allow  the  setting  of  "parallel"  interim  and 
final  rates  (final  rate  simply  trended  forward  for  inflation  and  adjusted  in 
minor  ways  from  interim  base).    The  bill  received  a  favorable  report  but  failed 
to  pass  in  this  session  when  time  ran  out  on  the  Senate  Ways  and  [leans  Committee's 
effort  to  make  certain  conforming  changes  necessary  by  committee  counsel.  The 
bill  did  receive  support  from  both  the  Commission  and  industry  representatives. 

The  Commission  testified  against  a  number  of  measures  which  sought 
to  alter  current  methods  of  reimbursing  nursing  homes  and  rest  homes.  The 
Commission  informed  the  Committee  that  S.  563,  which  sought  to  raise  the  ceiling 
imposed  on  rest  home  rates,  was  an  unnecessary  and  costly  measure.    The  Commission 
noted  that  it  had  raised  ceilings  twice  since  this  measure  was  first  proposed  in 
the  previous  legislative  session.    This  bill  received  an  unfavorable  report  from 
the  Committee.    Two  other  bills  outlined  various  proposals  to  give  financial 
incentives  to  nursing  home  operators  (H.  516  and  H.  517).    The  Commission  said  that 
it  had  its  own  package  of  incentives  which  were  superior  in  substance  and  feasibility 
to  those  proposed  by  these  bills.    The  bills  were  sent  to  House  Mays  and  Means 
for  review  and  remained  there  when  the  session  ended. 

The  Commission  also  opposed  H.  513,  a  refile  of  last  year's  petition 
to  restore  the  "step-up"  in  basis  calculated  upon  sale  or  transfer  of  a  long  term 
care  facility.    The  Commission  said  that  it  was  satisfied  with  the  elimination  of 
the  step-up  which  had  been  introduced  into  regulations  in  dune,  1976.  The 
Commission  also  said  that  is  preferred. to  add  value  and  incentives  to  the  operating 
side  of  providers'  budgets  rather  than  to  emphasize  and  encourage  sale  or  transfer 
by  restoring  the  "step-up".    This  bill,  sent  to  House  Ways  and  Means  for  review, 
remained  in  that  Committee  at  the  close  of  the  session. 

4 )  Bureau  of  Cornmu n i ty  and  ilon-Institutional  Providers/Dureau  of 
"Educational  and  Social  Services 


The  Committee  on  Health  Care  considered  several  measures  affecting 

the  work  of  the  Bureau  of  Community  and  Hon-Institutional  Services.    H.  1164  would  have 

required  the  Commission  to  grant  an  annual  3%  Medicaid  rate  increase  to  pharmacists 

in  any  year  in  which  the  Commission  had  not  adopted  a  new  regulation  on  pharmacy 

rates.    The  Commission  opposed  this  bill,  which  arbitrarily  favored  one  class  of 

providers  over  all  others  and  created  potential  conflicts  with  Medicaid  principles 
of  reimbursement.    The  bill  received  an  unfavorable  report. 

The  Committee  sent  to  Ways  and  Means  for  review  a  bill  which  would  have 
removed  from  the  Commi ssion 1 s  jurisdiction  the  authority  to  set  rates  for  medical 
and  dental  providers  who  render  services  to  industrial  accident  patients.  This 
bill  had  been  filed  in  two  previous  legislative  sessions.    The  Commission 
opDosed  the  bill  as  it  had  in  the  past  on  the  gorund  that  the  rates  currently  set 
for  these  services  pursuant  to  G.L.  c.6A  132  are  fair,  reasonable,  and  adequate. 
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The  Commission  noted  further  that  no  other  agency  was  equipped  to  set  these  rates 
and  predicted  that  passage  of  this  measure  would  raise  costs  and  introduce  an 
unwelcome  anomaly  into  provider  rate-setting.    The  legislation  remained  in  The 
Senate  Ways  and  Means  Committee  at  the  close  of  tiie  session. 

A  third  bill  affecting  the  Bureau  of  Community  and  .'ion- 1 nsti tutional 
Providers  was  S.  562  "An  Act  Prohibiting  Discounts  in  Connection  with  the 
Computation  of  the  Costs  of  Drugs  DisDensed  to  Publicly-Aided  and  Industrial 
Accident  Patients".    This  bill  was  a  refile  of  a  measure  which  had  been  submitted 
in  the  previous  session  and  which  had  failed  to  pass.    The  bill  sougnt  to  prohibit 
tiie  Commission  from  including  in  its  rate  calculations  the  effect  of  volume 
discounts  available  to  individual  pharmacists.    The  Commission  pointed  out  t.iat 
this  legislation  would  not  only  arbitrarily  raise  rates  by  approximately  1.3  million 
dollars,  but  it  would  also  nut  tiie  Commission's  current  rate-setting  methodology 
for  pharmacists  out  of  compliance  with  applicable  Medicaid  nrinciples,  thereby 
jeopardizing  a  substantial  amount  of  federal  financial  participation  in  Medicaid 
costs.    The  bill  failed  to  pass. 

Finally,  the  Committee  considered  a  measure  that  would  have 
established  a  special  commission  to  study  ambulance  rates  and  chames.  This 
measure  replaced  a  first  draft  of  the  petition  which  sought  to  allow  the  Commission 
to  set  charges  to  the  general  public  for  ambulance  services.    The  Committee 
declined  to  report  the  redrafted  bill  favorably. 

The  Committee  on  Education  considered  a  measure  which  sought  to  alter 
present  rate-setting  practices  concerning  special  services  rendered  to  children 
eligible  for  services  under  Chapter  766.    Senate  Bill  275  "A  Bill  Relative  to  Rates 
Set  for  Private  Educational  Agencies  by  the  Rate  Settinn  Commission"  would  have 
required  the  Commission  to  set  rates  for  Chapter  766  providers  by  the  second 
Tuesday  in  December  of  each  fiscal  year.    The  Commission  opposed  this  legislation, 
saying  that,  it  was  inappropriate  to  single  out  one  group  of  providers  for  special 
treatment.    The  Commission  further  stated  that  this  broad  legislative  solution 
to  a  complex  problem  conflicted  with  the  Commission's  own  administrative  resolution 
of  the  difficulties  perceived  by  the  proponents  of  the  bill.    The  bill  remained 
in  the  Senate  Ways  and  Means  Committee  at  the  close  of  the  session. 

3 •  ADMINISTRATION 

a)      Information  Services 


In  addition  to  the  management  of  internal  affairs,  the  Executive  Secretary 
oversees  information  services,  subscription  services  and  continuing  education. 

Two  administrative  assistants  directly  handle  the  gathering  of  data  and 
writing  of  reports  as  required  by  the  Governor,  the  Executive  Office  of  Human 
Services,  the  Executive  Office  for  Administration  and  Finance,  and  the  General 
Court.    One  serves  as  public  information  liaison  for  the  Commission,  making 
Commission  records  available  for  public  use  and  answering  inquiries  from  the  news 
media.    Along  with  this,  an  inhouse  library  and  clipping  service  are  maintained  to 
keep  Commission  employees  current  on  information  related  to  the  health  care 
industry  both  in  the  Commonwealth  and  in  the  nation.    The  other  assistant  handles 
personnel  matters  including:    records  of  vacation  and  sick  leave  time*  salary 
schedules,  deferred  compensation  programs,  health  insurance,  the  retirement  system, 
and  a  system  of  performance  appraisal. 
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b )  Subscription  Ser vi ces 

The  Commission  operates  a  subscription  service  to  improve  the  flow  of 
information  to  the  general  public.    The  service  eliminates  the  necessity  for 
interested  parties  to  be  in  constant  touch  with  the  Commissioner  for  information 
on  public  hearing,  copies  of  proposed  regulations,  promulgated  regulations  and 
informational  bulletins. 

c )  Continuing  Profession al  Education 


The  Commission  is  committed  to  the  ongoing  development  and  growth  of  employees 
through  an  in-house  education  program  that  began  in  fiscal  year  1979. 

The  CPE  Committee  coordinated  52  hours  of  credit  courses  during  the  year  ended 
June  30,  1980.    Internally  produced  programs  were  conducted  via  three  sessions 
(See  sessions  thru  1/10/30  in  Appendix  for  tonics).    The  CPE  Committee  issued  a 
request  for  proposals  to  local  universities,  CPA  firms,  and  CPA  schools.  Bidders 
meetings  and  conferences  were  held  as  part  of  the  proposal  evaluation  process. 
The  CPA  firm  of  Alexander  Grant  &  Comoany  was  selected  to  present  CPE  courses  to 
all  interested  members  of  the  RSC  staff.    During  1980,  five  sessions  were  presented 
(See  sessions  after  1/10/80  in  Appendix  for  topics).    We  believe  this  contract 
has  been  very  beneficial  to  the  staff  and,  in  conjunction  with  the  new  CPE  Committee, 
have  arranged  to  extend  the  contract  through  June  30,  1931. 

During  fiscal  1930,  a  number  of  activities  and  achievements  were  reconnized.  The 
CPE  courses  were  well  planned,  coordinated,  and  met  the  goals  established  for  the 
Committee.    We  issued  a  contract  for  services  and  blended  the  in-house  presentations 
with  the  outside  contract.    The  interest  and  participation  exhibited  by  the  employees 
is  rewarding.    An  average  of  40  employees  attended  each  session.    Currently,  the 
programs  are  being  conducted  at  set  intervals  and  are  being  used  as  a  basis  for 
future  sessions. 

IV.  COORDINATION  OF  COMMISSION'S  RATE-MAKING  AUTHORITY  WITH  RULE-MAKING  AUTHORITY 
"OF  OTHER  "AGE"; fClYS 

a)  The  Commission  recognizes  the  importance  of  coordinating  its  rate-making 
responsibilities  with  the  rule-making  responsibilities  of  other  aoencies.  The 
Commission  lias  established  at  least  three  goals  in  its  relationships  with  other 
agenci  es : 

1)  The  Commission  should  use  its  authority  to  assure  that  standards 
established  by  regulatory  agencies  can  be  achieved,  or  at  least  that  Commission 
regulations  do  not  prevent  providers  from  complying  with  duly  established  standards. 

2)  The  Commission  should  use  its  authority  to  support  program 
objectives  of  purchasing  agencies. 

3)  The  Commission  should  use  its  authority  to  complement  or  support 
the  regulatory  responsibilities  of  other  anencies  and,  where  feasible,  help  to 
enforce  regulatory  decisions  made  by  the  competent  authority. 

b)  All  three  goals  characterized  in  the  Commission's  relationships  with 
other  state  agencies  during  fiscal  1930. 
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1)  The  Commission  has  made  it  a  practice  to  assure  in  its  regulations 
that  a  provider  will  receive  adequate  reimbursement  to  satisfy  licensure  and  other 
standards  promulgated  by  state  and  federal  agencies.    For  example,  Commission 
regulations  providing  for  cost-related  reimbursement  to  institutional  providers 
(sDecifically  hospitals,  long  term  care  facilities,  and  child  care  agencies) 
contain  allowances  for  providers  to  receive  adjustments  in  excess  of  established 
rates  or  in  excess  of  cost  ceilings  contained  in  the  pertinent  regulation  where  the 
excess  costs  incurred  are  a  function  of  licensing  standards,  whether  imposed  by  the 
Department  of  Public  Health  or  the  Office  for  Children. 

Within  this  general  objective,  however,  two  issues  emerge.    First,  the 
Commission  reserves  the  right  to  determine  the  reasonableness  of  the  exoense 
incurred  in  satisfying  licensing  requirements.    That  is,  it  feels  obliged  to  ask 
whether  the  amound  expended  by  the  provider  was  approDriate  to  achieve  the  mandated 
result.    In  this  context,  the  Commission  usually  follows  the  accounting  policy  of 
requiring  that  the  expenditure  occur  before  allowing  it  to  be  recoupled  in 
reimbursement  rates.    In  this  way,  there  is  greater  control  over  the  aonronriateness 
of  the  amount  of  the  exoenditure. 

The  second  issue  involves  the  capacity  of  the  licensing  agency  to  conduct 
inspections  to  provide  information  necessary  to  support  an  adjustment  to  the  rate. 
For  examDle,  the  Commission's  regulation  on  long  term  care  facilities  permits 
adjustments  where  additional  nursing  hours  are  needed  for  patients  in  Level  III 
facilities.    However,  unless  the  Department  of  Public  Health  has  sufficient  manpower 
to  inspect  Level  III  facilities  and  certify  the  appropriate  level  of  nursing  needs, 
the  provider  will  not  have  an  adequate  basis  to  suonort  an  adjustment  request. 
Such  a  situation  highlights,  from  the  Commission's  point  of  view,  the  need  to  ensure 
that  regulatory  agencies  have  sufficient  resources  to  fulfill  their  statutory  duties. 
Only  on  this  basis  can  the  Commission  responsibly  assure  that  rates  will  nennit 
providers  to  satisfy  established  standards. 

2)  The  Commission  does  not  consider  itself  an  agency  with  direct 
program  responsibilities.    Decisions  as  to  the  nature  of  the  program  ourchased  from 
providers  rest  with  the  purchasing  agency,  whether  it  be  clinical  services  purchased 
by  the  Department  of  Public  Welfare  or  residential  treatment  programs  supoorted 

by  the  Department  of  Youth  Services.    The  Commission's  responsibility  is  to  design 
a  reimbursement  methodology  which  sunports  and  furthers  the  program  objectives  of 
the  purchasing  agency. 

In  this  role,  Commission  staff  necessarily  works  closely  with  staff  of 
the  purchasing  agency  to  understand  program  intent  and  to  design  compatible 
reimbursement  methodologies.    Examples  of  the  often  very  close  and  continuous 
relationships  that  exist  are  the  collaborative  efforts  that  have  produced  the 
regulations  governing  Core  Evaluations  under  Chanter  7GG  of  the  Acts  of  1972 
(Snecial  Education),  pharmacy,  family  planning  services,  and  telemedicine,  as 
well  as  changes  in  the  Commission's  long  term  care  facility  regulation. 

3)  During  fiscal  year  1930,  the  Commission  maintained  its  strong 
responsive  relationship  with  other  agencies,  with  providers  of  services,  and  with 
consumer  oriented  organizations. 
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APPENDIX  A 
MASSACHUSETTS  RATE  SETTING  COMMISSION 
AMENDED* ,  EMERGENCY**  and  NEW  REGULATIONS*** 
PROMULGATED  DURING  FISCAL  YEAR  1900 


Bureau  of  Community  and  Non-Institutional 
Services 


A_dop_ted 


114.3 

CMR 

4.00* 

Rates  for  Community  Health  Centers 

11/29/79 

114.3 

CMR 

3.00*** 

Outpatient  Tuberculosis  Control 
Services 

7/10/80 

114.3 

CMR 

10.00*** 

Adult  Day  Health  Services 

4/17/80 

114.3 

CMR 

11.03* 

Homemaker/Home  Health  Aide  Services 

2/07/30 

114.3 

CMR 

12.00* 

Family  Planning  Services 

1/10/30 

114.3 

CMR 

14.00*** 

Dental  Services 

9/27/79 

114.3 

CMR 

15.00  * 

Vision  Care  Services  and 
Opthalmic  Materials 

11/01/79 

114.3 

CMR 

16.00*** 

Surgery  and  Related  Anesthesia  Care 

1/10/80 

114.3 
114.3 

CMR 
CMR 

17.00*** 
17.00*** 

Medical  and  Related  Anesthesia  Care 
Medical  and  Related  Anesthesia  Care 

1/10/80 
7/26/79 

114.3 

CMR 

18.00*** 

Radiology 

1/10/80 

114.3 

CMR 

20.00*** 

Clinical  Laboratory  Services 

4/1//30 

114.3 

CMR 

9/1  no* 

private  uuty  nursing  uare 

4/  1  //  u'J 

114.3 

CMR 

27.00* 

Ambulance  Services 

11/15/79 

114.3 

CMR 

31.00* 

Prescribed  Drugs 

2/21/30 

114.3 

CMR 

34.00*** 

Prostheses  and  Prosthetic  Devices 

10/04/79 

Bureau  of 

Hospitals 

114.1 

CMR 

3.00* 

Prospective  Inpatient,  Outpatient 

10/04/79 

and  Well -Newborn  Rate  Determination 


114.1  CMR  4.00* 


114.1  CMR  5.00 
(Notice  of  Compliance) 


Regulations  Governing  the  Determination  9/13/79 
of  Reasonable  Operating  Costs  and 
Exclusions  for  Third  Party  Reimbursement 
to  be  followed  in  the  Preparation  of 
Rate  Setting  Commission  Reporting  Forms 

Prospective  Rate  and  Charge  9/04/79 
Determination  for  Health  Care  Facilities 
Operated  by  the  Department  of  Public 
Health,  Department  of  Mental  Health. 
Counties  of  the  Commonwealth  and  So  i  ui  e  r  s 
Homes 
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APPENDIX  A 

Bureau  of  i ipspi tals  (Cont'd.) 
114.1  CMR  r..  )()** 

114.1  CMR  6.00* 

114.1  CMR  13.00*** 


114.1  CMR  14.00** 


114.1  CMR  15.00*** 


Inpatient,  Outpatient  Industrial 
Accident  Rate  Determination 

Inpatient,  Outpatient  Industrial 
Accident  Rate  Determination 

System  for  Review  and  Approval 
of  Certain  Hospital  Charges 
with  a  Fiscal  Year  Beginning 
after  September  1,  1070 

Filing  and  Reporting  Requirements 
for  Approval  of  Fiscal  Year  1080 
Hospital  Charges  and  Hew  Charges 
for  Hospitals  with  a  Fiscal  Year 
Beginning  after  September  1,  1970 

System  for  Review  and  Approval 
of  Certain  Hospital  Charges  for 
Hospitals  with  a  Fiscal  Year 
Beginning  on  July  1,  through 
September  1,  LvJ30. 


Bureau  of  Educational  and  Social 
Servi  ces 


114.4  CMR  5.00** 

Bureau  of  Long  Term  Care 
Faci  lities  

114.2  CMR  2.00* 
114.2  CMR  2.00* 
114.2  CMR  2.00* 


Day  Care  Center  and  Protective 
Day  Care  Programs 


Rates  of  Payment  to  Long  Term 
Care  Facilities 

Rates  of  Payment  to  Long  Term 
Care  Facilities 

Rates  of  Payment  to  Long  Term 
Care  Facilities 


Adopted 
0/13/70 

11/20/70 

0/13/70 

7/12/70 


6/20/ao 


6/20/30 


11/19/79 
12/31/70 
4/03/30 
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MASSACHUSETTS  RATE  SETTING  COMMISSION 
PUBLIC  HEARINGS  HELD  DURING  FY  1980 


July  10,  1979 

114. 

1 

CMR 

4.00 

Regulations  Governing  the  Determinat 
of  Reasonable  Operating  Costs  and 
Exclusions  for  Third  Party  Reim- 
bursement to  be  followed  in  the 
preparation  ot  Kate  oetting  uom- 
mission  Reporting  Forms. 

July  23,  1979 

114. 

3 

CMR 

14.00 

Dental  Services 

1 1 1 1  ',/    *3  1       1  Q  7  Q 

uiiiy  Jig  iy  /  y 

114. 

1 

^  no 

D  .  UU 

Da  far    r\~f   Pawmont    *f*n   l-Ioal*f"h    C  a  vo 
r\a  Lcb    Ul     r  Qjrlllcll  L    LU    ncu  1  III    L»a  I  c 

Facilities  Operated  by  the  Depart- 

mor"*"+*    r\T    Di  i  kl  i  r    Uoa  1  fh       Hons  rtmonf 

ment  ot  ruDiic  neaitn,  ucparuiien  i. 
of  Mental  Health,  Counties  of  the 
Lommonwea i tn  ana  ooiaiers  nomes 

August  13,  1979 

114.1 

CMR 

13.00 

System  for  Review  and  Approval  of 
certain  Hospital  unarges  witn  a 
Fiscal  Year  Beginning  after 
September  1,  1979 

August  28,  1979 

114. 

3 

CMR 

27.00 

Ambulance  Services 

fli  mi  re-  +■    90       1  Q7Q 

August  a ,  iy/y 

lit. 

■a 

rwD 

"3/1  nn 
OH  .  uu 

rrostneses  ana  rrostnetic  uevices 

limntt    T 1  1Q7Q 

August  ji,  iy/y 

114. 

1 

UYiK 

nn 
o .  uu 

prospective  inpatient,  uutpatient 
and  Well -Newborn  Rate  Determination 

Cnnf  AmkniM     OA  1070 

oeptemoer  ch,  iy/y 

114. 

3 

LrIK 

i  c  nn 
10 .  UU 

Vision  Care  Services  and  Opthalmic 
Materials 

October  19,  1979 

114. 

1 

CMR 

6.00 

Inpatient,  Outpatient  Industrial 
Accident  Rate  Determination 

>• 

uctouer  iy,  iy/y 

114. 

,3 

LnK 

a  nn 
4 .  UU 

Rates  for  Community  Health  Centers 

October  19,  1979 

114. 

,2 

CMR 

2.00 

Rates  of  Payment  to  Long  Term  Care 
raci  lines 

M/"*\;  qitiKq  v     10  1070 

NOvemDer  iy,  iy/y 

114. 

,3 

rive 

l  k  nn 
10  .  uu 

surgery  ana  Keiatea  Anestnesia  tare 

Mnwomkov*    1Q  1070 

roovemDer  iy,  iy/y 

114. 

.3 

LrIK 

1 7  nn 
1  / .  uu 

necicai  ana  Keiatea  Anestnesia  tare 

November  19,  1979 

114, 

.3 

CMR 

18.00 

Radiology 

November  30,  1979 

114. 

,2 

CMR 

2.00 

Rates  of  Payment  to  Long  Term 
Care  Facilities 

December  10,  1979 

114. 

,3 

CMR 

12.00 

Family  Planning  Services 

December  28,  1979 

114. 

.3 

CMR 

11.00 

Homemaker/Home  Health  Aide  Services 

January  11,  198C 

114. 

.3 

CMR 

31.00 

Prescribed  Drugs 
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February  22,  1980 
March  7,  1980 
March  7,  1980 
May  16,  1980 

May  16,  1980 
May  27,  1980 

May  27,  1980 

May  27,  1980 

May  27,  1980 
May  28,  1980 

May  28,  1980 

May  30,  1980 
May  30,  1980 

June  9,  1980 

June  13,  1980 

June  13,  1980 

June  13,  1980 


Page  2 

114.3  CMR  20.00 
114.3  CMR  24.00 

114.3  CMR  10.00 
114.1  CMR  15.00 

Public  Information 
Hearing 

114.5  CMR  3.00 
114.5  CMR  4.00 
114.5  CMR  5.00 

114.4  CMR  7.00 

114.1  CMR  5.00 

114.3  CMR  8.00 

114.3  CMR  35.00 

114.2  CMR  2.00 

114.1  CMR  3.00 
114.1  CMR  19.00 
114.1  CMR  17.00 
114.1  CMR  18.00 
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Appendix  B  (continued) 


Clinical  Laboratory  Services 

Private  Duty  Nursing  Care 

Adult  Day  Health  Services 

System  for  Review  and  Approval 
of  Certain  Hospital  Charges 
for  Hospitals  with  a  Fiscal 
Year  Beginning  on  July  1, 
through  September  1,  1980 

Criteria  for  Blue  Cross  Contracts 


Rates  for  Certain  Social,  Re- 
habilitative and  Educational 
Programs 

Rates  for  Certain  Health  Care 
Services  Under  a  Written 
Agreement 

Rates  for  Certain  Social, 
Rehabilitation,  Education  and 
Health  Consultant  Services 

Accommodations,  Standard  Purchase 
and  Provider  Sub-Purchase  Programs 

Prospective  Rate  and  Charge 
Determination  for  Health  Care 
Facilities  Operated  by  the 
Department  of  Public  Health, 
Department  of  Mental  Health, 
Counties  of  the  Commonwealth 
and  Soldiers'  Home 

Outpatient  Tuberculosis  Control 
Services 

Private  Duty  Nursing  Care 

Rates  of  Payment  to  Long  Term 
Care  Facilities 

Prospective  Inpatient,  Outpatient 
and  Well -Newborn  Rate  Determination 

Grouping  of  Hispitals  for  Purposes 
of  Determining  Reasonable  Cost  Level 

Requirements  for  the  Submission  of 
Hospital  Case  Mix  and  Charge  Data 

A  Full  Payor  Participation  System  fo 
Review  and  Approval  of  Fiscal  Year 


Page  3 

* 

June  13,  1980  114.1  CMR  18.00  (cont'd.) 

June  13,  1980  114.1  CMR  16.00 


Appendix  B  (continued) 


1981  Hospital  Charges 
and  New  Charges  for 
Hospitals  with  a  Fiscal 
Year  Beginning  after 
September  1,  1980 

System  for  Review  and 
Approval  of  Certain  Hospital 
Charges  for  Hospitals  with 
a  Fiscal  Year  Beginning  After 
September  1,  1980 
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APPFNDIX  C 


Advisory  Rulings  -  1980 


1-  80 

2-  80 

3-  80 

4-  80 

5-  80 

6-  80 

7-  80 

8-  80 

9-  80 

10-  80 

11-  80 

12-  80 

13-  80 

14-  80 

15-  80 

16-  80 


Mrs.  Evelyn  Gold 

c/o  Landa  and  Altsher 

Arnold  S.  Goldstein,  Esq. 
Meyers,  Goldstein  &  Chyten 

Jon  Oliver 

Creative  Educational  Associates 
Walter  Grover 


Henry  W.  Clark 

Mass.  Association  of  766 

Approved  Private  Schools 


Roger  G.  Roux 

The  Children's  Hospital 

Medical  Center 

Walter  H.  Page 

New  Medico  Associates,  Inc. 


Roger  Peloquin 

St.  Vincent  Hospital 

T.W.  Mullen  &  Company 

Donald  J.  Coll  ins 
Mount  St.  Vincent  Home 

Leader  Federal  Savings  & 
Loan  Association 

Collier  Associates,  Inc. 

Scituate  Ocean  Manor 

Mass.  Federation  of  Nursing 
Homes 

John  Rufo 

Mass.  Rehabilitation  Hospital 


Change  of  Ownership 


Adams  Drug  Company 


Patient  Education 


Contractual  Arrangements  and 
Usual  and  Customary  Fees 

Conditions  for  a  Waiver  to  the 
Limited  Retroactivity  Provisions 
of  BESS  Regulations  114.4  CMR 
2.00,  3.00,  and  4.00 

Wrentham  State  Contract 


Propriety  of  Granting  an  Increase 
in  the  Interim  Rate  of  Reimburse- 
ment to  New  Brookwood  Court,  Inc. 

Shared  Laundry  Service 


Related  Parties'  Profit 

Increase  in  Interim  Per  Diem 
Rate 

Montrath  and  Woodford  Allowable 
Basis 

Legal  Fees 
Staggered  Licensing 
Interest  Rate  Limitation 

Land  Valuation 

Rental  of  Parking  Spaces 
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John  G.  Martin 
Industrial  Accident  Board 

Meadow  View  Nursing  Home 


Out-Of-State  Workmen's 
Compensation  Claims 

Interest  Rates 


Personal  Replies  -  19B0 

PR-1-80  Landa  &  Altsher,  P.C.  Kenoza  Nursing  Home 

Haverhill  Manor  Nursing  Home 
Kenoza  Manor  Convalescent  Home 
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APPENDIX  D 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
APPROPRIATION  4100-0010 
Financial  Statement  for  Fiscal  Year  1980 


FY  1979 


FY  1930 


Appropriation 
Di  sbursements 
Encumbrances 
Reversions 


Analysi s_ _o f  D_i_sbu rsements: 
Salaries,  Permanent 
Salaries,  Temporary 
Services,  Non-employees 
Travel 

Advertising  and  Printing 
Repair  and  Maintenance 
Office  and  Administrative 
Equipment 
Rentals 


$1,165,000 
1,040,625 

124,375 
$1,165,000 


806,334 
94,527 
69,466 
4,985 
5,926 
900 
56,339 
1,148 

$1,040,625 


$1,330,000 
1,228,165 

41,335 
$1,330,003 


901,036 

217,217 

87,707 

6,504 

6,903 

4,000 

56,469 

6,437 

1,S92 
$1,2S8,165 


-60- 


APPENDIX  E 

MASSACHUSETTS  RATE  SETTING  COMMISSION 


STAFF  DURING  FISCAL  1980 
STATE  EMPLOYEES 


COMMISSIONERS- 


Chairman 

Commissioner 

Commissioner 


Peter  Hiam 
Shelby  P.  Mudarri 
Charles  C.  Stover 


-  DIRECTORS  - 

Bureau  of  Hospitals 
Bureau  of  Long  Term  Care  Facilities 
Bureau  of  Community  and  Non- Inst itut ional 
Services 

Bureau  of  Educational  and  Social  Services 

Bureau  of  Planning  and  Ar.alysis 

Project  to  Develop  a  Prospective  Reimbursement 
System  for  Hospitals  (Federal) 


Jack  Keane 
James  Sullivan 

Susan  Babin 
Melvin  Green 
Katherine  Pell 
Timothy  Taylor 
Melvin  Green 

Gladys  Mooradian 


-  ASSISTANT  DIRECTORS 


Bureau  of  Hospitals 

Bureau  of  Planning  and  Analysis 


Laura  Jenks-Daly 
George  Lamantea 


LEGAL  - 


General  Counsel 
Counsel  II 
Counsel  II 
Counsel  II 
Counsel  I 
Counsel  III 
Counsel  I 


ADMINISTRATIVE  - 


Executive  Secretary 

Head  Administrative  Assistant 

Head  Administrative  Assistant   (Federal  Project) 


Peter  Leone 
Gary  Rosenberg 
Robin  Dimieri 
Kenneth  Bowden 
Lorann  Long 
Pamela  Horst 
Frances  Gibson 


John  A.  Daley 
Seymour  Silberberj 
Annmarie  Dickson 
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STATE  EMPLOYEES 


Director,  Convalescent 
Supervising  Accountant 
Supervising  Accountant 
Supervising  Accountant 
Supervising  Accountant 
Supervising  Accountant 
Supervising  Accountant 
Services 


AUDIT  ADMINISTRATION  - 

Nursing  and  Rest  Homes 

Long  Term  Care 

Long  Term  Care 

Long  Term  Care 

Long  Term  Care 
,  Hospitals 
,  Educ.  and  Social 


Supervising  Accountant,  Educ.  and  Social 
Services 


John  Lennon 
Joseph  Bastek 
James  Collins 
Mary  Jong 
John  Lawlor 
John  Ciampa 

Paul  McLaughin 
Gilbert  Simas 

Llewllyn  Boscombe 


AUDIT 


Chief  Accountant 

Senior  Accountant,  Long  Term  Care 


Senior  Accountant,  Community  and  Home 
Health  Agencies 

Semi-Senior  Accountant,  Administrative  Services 
Senior  Accountant,  Educational  and  Social 
Services 

Semi-Senior  Accountant,  Educational  and 

Social  Services 
Semi-Senior  Accountant,   Long  Term  Care 


Semi-Senior  Accountant,  Community  and  Home 

Health  Services 
Semi-Senior  Accountant,  Bureau  of  Hospitals 
Research  Analyst 
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James  Collins 
David  F.  Hines,  Jr 
Walter  Anzoni 
Joseph  Beck 
Janet  Carter 
John  Conuel 
Betty  Joe 
Dominic  Kulch 
Herbert  Leyton 
Gerald  Lum 
John  Marcella 
Mary  Ellen  Weng 
Vincent  Traina 

Wilfred  Burke 
Joseph  McManus 
Gladys  Jones 

Sophie  Antonakis 
Suzy  Sicard 

Kevin  Sgroi 
Yi-Muann  Jung 
Stanley  McPharland 
Winnyse  Chin 
Cathleen  Cronin 
Rosemary  Lam 

Kathleen  Walsh 
Thomas  Sullivan 
Jo  Anne  Albert 


APPENDIX  E 


BLUE  CROSS  CONTRACT  EMPLOYEES 


AUDIT  ADMINISTRATION  $  ANALYSIS 


Audit  Director 
Audit  Managers 


Audit  Supervisors 


David  Telegen 
John  Lively 
Thomas  Cronin 
Thomas  Gagnon 
Warren  Silbovitz 
Abraham  Alford 
William  Brady 
John  Doucette 
Richard  Namenson 
Edward  Wasson 
Wayne  Woodford 
Ronald  Young 


-  FIELD  AUDIT  - 

Senior  Auditors  Joseph  Mazur 

Paul  Chapdelaine 
William  Baldwin 
Joseph  Halliwell 
Thomas  Shannon 
Richard  LaCava 
Paul  Smith 
Fred  Lomas 
Ralph  Martonel 
Roger  McCann 
Martin  McNamara 
Donald  Mulligan 
William  Alford 
Harry  Lindmark 
Robert  O'Connor 
Kirk  Sayian 
Joseph  Tyborowski 

Semi-Senior  Auditors  David  Stachelski 

William  Callaghan 
Richard  Liberatore 
Hyman  Sheinfield 
Pamela  Davis 
Ann  Marie  Yeghian 
Roy  Murphy 

Staff  Auditors  Mary  Brewster 

George  Lawlor 
Susan  Mullen 
Herman  McCants 
Simon  Rosenthal 
Winnyse  Chin 
Kevin  Lindmark 
53  Linda  Tandon 
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BLUE  CROSS  CONTRACT  EMPLOYEES 


AUDIT  $  ANALYSIS 


Budget  Analysts 


William  Cushing 
Peter  Arnone 
Carol  Crossen 
Lily  Hurliman 
John  Gordon 
Ross  Markello 
Timothy  Greene 
Grace  Pam 


Intern 


Brian  Kinkead 
Andrew  Meyer 
Ann  Broderick 
Marina  Filla 


ADMINISTRATION  - 


Administrative  Assistant 


Joseph  Steinberg 


PLANNING  $  ANALYSIS 


Research  Analysts 


Roberta  Dins-more 
Ann  Breazeale 
Joseph  Broderick 
Kathleen  Connors 
Joseph  Neal 
Anthony  Roman 
Seth  Rubin 


CLERICAL 


Patricia  Gentile 


Secretaries 


Gloria  Bethea 
Barbara  Clark 
Gale  Day 

Annmarie  Dickson 
Beatrice  Dionne 
Assunta  Larkin 
Carolyn  Lipsett 
Frances  M.  Carroll 


Reproduction  Assistant 


Jean  Rizzo 
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SCHEDULE  OF  PROGRAMS 
APPENDIX  F  CONTINUING  PROFESSIONAL  EDUCATION  COMMITTEE 

RATE  SETTING  COMMISSION 


Title  of  Program  or  Description  of  Content 
The  Impact  of  the  State  Health  On  Health 
Care  Costs 

Functions  of  the  Rate  Setting  Committee 

Related  to  Costs  -  Filings,  Appeals, 

Regulations 
Long  Term  Care  Facilities 
Legal  Issues  Regarding  Fraud  §  Abuse  in 

Cost  Reports 
Update  Medicare  Cost  Reporting 
A. I. CP. A.  Exposure  Draft  of  8/31/79  on 

Health  Care 
Hospital  Related  Organizations 
Foreign  Corrupt  Practices  Act  of  1977 
Internal  Auditing  -  Pro  and  Con 
Legislative  History  of  the  Rate  Setting 

Commission  and  the  Charge  Control 

Program 

Sources  of  Accounting  5  Auditing  Literature 

Audit  Planning 
Flow  Charting 

Services  Provided  by  C.P.A.s  Including 

Compilation  and  Review 
Financial  Statements  -  Health  Care  Facilities 
Time  Management 

Taxes  and  Not  for  Profit  Organizations 
Statistical  Sampling  Techniques 

Auditing  Update 

Fundamentals  of  Data  Processing  and 
Overview  of  Computer  Auditing 

Overview  of  Management  Advisory  Services 

Provided  by  C.P.A.s 
Accounting  Update 


Susan  Babin 
Charlie  Stover 


Date 
117T3779 


Hours 
8 


James  Sullivan 
Pamela  Horst 

J.   Cuchinatta  12/11/79 

J.  McCue 

C.  Yeagher 

Senator 

Louis  Bertonazzi  1/10/80 

Alexander  Grant  2/12/80 
$  Co. 


Alexander  Grant  3/11/80 
$  Co. 

Alexander  Grant  4/8/80 
5  Co . 


Alexander  Grant  5/13/80 
$  Co. 


Alexander  Grant  6/24/80 
$  Co. 
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PREFACE 


The  Rate  Setting  Commission  has  the  sole  responsibility  for  establish- 
ing fair,  reasonable  and  adequate  rates  of  reimbursement  for  services 
delivered  to  publicly-assisted  individuals  by  health  care,  educational, 
social  and  rehabilitative  providers.  In  addition,  the  Commission  approves 
rates  of  payment  entered  into  under  contract  between  any  hospital  service 
corporation  and  provider  for  the  furnishing  of  health  services. 

In  recent  years,  the  responsibilities  of  the  Rate  Setting  Commission 
have  grown  considerably.  Since  1976,  the  Commission  has  reviewed  and 
approved  hospital  charges  under  Chapter  409  of  the  Acts  of  1976  (charge 
control) ,  the  hospital  charge  review  system.  Also,  there  has  been  in- 
creased responsibility  in  the  establishment  of  rates  for  social  service 
programs,  with  a  new  emphasis  in  this  area  to  refining  its  financial 
analysis  capabilities. 

The  Commission  sees  its  scope  of  services  to  include  assistance  to 
other  agencies  or  governmental  units  with  responsibilities  in  health  or 
social  service  regulation.  For  example,  Commission  staff  assist  the  Office 
of  Determination  of  Need,  Department  of  Public  Health,  in  the  financial 
review  of  applications  for  capital  expenditures.  There  is  also  a  close 
working  relationship  with  the  Office  of  the  Attorney  General  for  the 
investigation  of  Medicaid  fraud. 
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J        MANAGEMENT  OF  COMMISSION  AFFAIRS 


A.  AUTHORITY 

During  Fiscal  Year  1982,  the  Commission  was  responsible  for  six 
significant  areas  of  activity: 

(1)  The  Commission  had  the  responsibility  of  establishing  fair, 
reasonable  and  adequate  rates  to  be  paid  by  governmental  units  to  "provi- 
ders of  health  care  services  "  (G.L.  c.  6A,  s  32)  .  These  providers  of 
health  care  services  included  accommodations,  as  well  as  social,  education, 
and  rehabilitative  services. 

Under  this  jurisdiction,  the  Commission  determined  the  rates  to  be 
paid  by  the  Commonwealth  for  a  variety  of  medical  and  health  related 
services,  including  the  services  of  hospitals,  long  term  care  facilities, 
physicians,  pharmacists,  dentists,  home  health  agencies,  neighborhood 
health  centers  to  name  but  a  few  provider  groups.  The  majority  of  provid- 
ers were  those  from  whom  services  were  purchased  under  the  medical  assis- 
tance program  administered  by  the  Department  of  Public  Welfare. 

In  addition  to  medical  and  health  related  services,  the  Commission 
established  rates  for  social,  rehabilitative,  and  educational  services. 
Originally  the  Commission  was  responsible  for  setting  rates  for  a  variety 
of  child  care  programs  purchased  by  the  Departments  of  Education,  Mental 
Health,  Public  Health,  Public  Welfare,  Youth  Services  and  the  Office  for 
Children  for  the  provisions  of  training,  instruction,  residential  treat- 
ment, support  and  day  care  services  for  certain  blind,  deaf,  aphasic,  and 
emotionally  disturbed  children  and  youthful  offenders,  and  for  such  ser- 
vices and  accommodations  purchased  by  the  Department  of  Elder  Affairs. 

However,  Section  12,  of  Chapter  1229,  of  the  Acts  of  1973,  greatly 
expanded  the  services  and  accommodations  for  which  the  Commission  would  be 
responsible.  Effective  July  1,  1975,  the  term  "general  health  supplies, 
care,  social,  rehabilitative,  or  educational  services  and  accommodations" 
was  amended  to  include  all  such  services  that  were  not  previously  subject 
to  Commission  consideration.  Included  in  this  change  was  all  service 
purchased  by  state  agencies  and  local  educational  authorities  pursuant  to 
Chapter  766  of  the  Acts  of  1972,  the  special  education  law. 

(2)  The  Commission  received  temporary  responsibility  in  July  1975  for 
review  and  approval  of  hospital  charge  increases  to  the  general  public, 
through  the  enactment  of  Chapter  424,  of  the  Acts  of  1975.  This  respon- 
sibility was  made  permanent  and  broadened  through  the  enactment  of  Chapter 
409,  of  the  Acts  of  1976,  effective  October  15,  1976.  The  purpose  of  this 
act  was,  in  part,  to  reorganize  immediately  the  health  care  delivery  system 
of  Massachusetts  in  an  equitable  and  feasible  manner  for  all  citizens  of 
the  Commonwealth.  A  further  development  occurred  on  August  10,  1982  when 
Chapter  372  of  the  Acts  of  this  year  was  signed  into  law.  Although  this 
event  occurred  in  Fiscal  Year  1983,  the  changes  mandated  are  significant  to 
mention  in  this  report. 

(3)  The  Commission  had  the  responsibility  of  establishing  fair  and 
adequate   charges   to  be  used  by   state   institutions   for  general  health 
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supplies,  care,  social,  rehabilitative  or  educational  services  and  accomo- 
dations. (G.L.  c.  6A,  s  32.)  The  charges  are  based  on  actual  costs 
incurred  by  each  state  institution  reasonably  related,  in  the  circumstance 
of  each  institution,  to  the  efficient  production  or  delivery  of  these 
services  in  each  setting.  Under  this  authority,  the  Commission  determined 
the  rates  to  be  charged  by  state  hospitals  operated  by  the  Departments  of 
Mental  Health  and  Public  Health,  the  Soldier's  Home  of  Massachusetts,  and 
the  Soldier's  Home  in  Holyoke,  and  schools  for  the  mentally  retarded,  and 
other  facilities. 

(4)  The  Commission  had  the  responsibility  for  approving  contracts 
between  Blue  Cross  of  Massachusetts  and  providers  of  health  services  and 
for  approving  rates  and  final  settlenents  under  these  contracts.  (G.L.  c. 
176A,  s  5.)  Under  this  authority  the  Commission  approved  Blue  Cross 
participating  and  cooperating  with  hospitals,  mental  health  centers,  Jong 
term  care  facilities,  pharmacists,  detoxification  centers,  health  mainte- 
nance organizations,  and  non-hospital  support  services. 

In  exercising  this  authority,  particularly  as  it  relates  to  hospitals, 
Commission  action  exerted  a  major  influence  in  controlling  the  cost  of 
premiums  paid  by  Blue  Cross  subscribers. 

(5)  The  Commission  was  responsible  for  establishing  rates  to  be  paid 
for  general  health  supplies  and  care  by  commercial  insurance  carriers  under 
the  Workman's  Compensation  Act  (G.L.  c.  152,  s  13)  administered  by  the 
Industrial  Accident  Board. 

(6)  The  Commission  had  the  responsibility  for  approving  estimated 
receipts  of  the  City  of  Boston  from  the  provision  of  health  services 
(Chapter  909  of  the  Acts  of  1969)  .  This  authority  had  a  direct  affect  on 
the  tax  rate  of  the  City  of  Boston,  since,  to  the  extent  the  City's  esti- 
mated costs  for  providing  health  services  may  be  in  excess  of  the  Com- 
mission's approved  estimate  of  receipts,  the  differences  must  be  accounted 
for  in  tax  levies. 

B.       PROCEDURE  FOR  DEVELOPMENT  AND  REVIEW  OF  RATES 

(1)  Regulations  -  The  Commission  determines  rates  through  regu- 
lations. In  many  cases,  particularly  for  non-institutional  medical  provid- 
ers, the  regulation  will  contain  a  fee  schedule  which  itself  represents  the 
rates  for  services  provided.  In  the  case  of  institutional  providers,  the 
rate  determination  is  in  the  form  of  a  general  regulation  containing  a 
definition  of  allowable  costs  and  a  process  for  developing  individual  rates 
from  the  allowable  costs. 

A  public  hearing  is  held  before  a  regulation  is  promulgated  in  order 
to  allow  for  input  from  affected  providers  and  purchasing  agencies,  as  well 
as  from  the  general  public.  A  notice  of  a  public  hearing  is  filed  with  the 
Secretary  of  the  Commonwealth  and  is  published  in  two  daily  newspapers  and 
the  Massachusetts  Register  prior  to  the  public  hearing.  Notice  and  copies 
of  the  proposed  regulation  are  sent  to  the  Department  of  Community  Affairs 
and  the  Local  Governmental  Advisory  Committee  as  required  by  Executive 
Order  145. 
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Included  in  the  notice  is  the  following  statement:  "a  tape  recording 
of  the  proposed  regulation  will  be  available  for  interested  blind  persons 
who  request  it.  An  interpreter  will  be  made  available  at  the  public 
hearing  for  interested  deaf  persons  who  have  given  prior  notice  that  they 
will  be  present." 

Copies  of  the  notice  of  a  public  hearing  are  sent  to  interested 
parties  and  to  members  of  the  Advisory  Council  of  the  Commission.  The 
Advisory  Council  also  receives  copies  of  proposed  regulations.  Addition- 
ally, proposed  regulations  affecting  hospital  charge  review  (Chapter  409, 
Acts  of  1976)  are  subject  to  at  least  sixty  day  prior  review  aria  comment  by 
members  of  the  Hospital  Policy  Review  Board  of  the  Commission. 

During  Fiscal  Year  1982,  ten  regulations  and  fifty  amendments  to 
regulations  were  promulgated  by  the  Commission  at  official  public  Commis- 
sion business  meetings  after  twenty-nine  public  hearings.  All  regulations 
adopted  during  the  period  July  1,  1981  through  June  30,  1982  are  listed  in 
Appendix  A  under  the  Bureau  responsible  for  their  preparation  and  adminis- 
tration. Appendix  B  contains  a  chronological  listing  of  public  hearings 
held  by  the  Commission  during  Fiscal  Year  1982. 

Regulations  promulgated  in  prior  fiscal  years  remain  in  effect  and 
applicable  unless  replaced  by  later  Commission  regulations. 

(2)  Rate  Adjustments  -  Providers  who  receive  individual  rates  may 
apply  for  rate  adjustment  once  their  individual  rates  have  been  certified. 
Applications  for  adjustment  may  be  made  in  writing  to  the  Commission  by 
following  the  guidelines  established  in  the  relevant  regulation  under  which 
the  rates  were  adopted.  Upon  receipt  of  each  request,  bureau  staff  will 
conduct  a  timely  review  of  the  application  for  adjustment  and  the  required 
supporting  documentation  and  make  its  recommendations  to  the  Commission  at 
its  business  meetings,  which  are  open  to  the  public. 

Following  are  examples  of  situations  that,  under  Commission  regu- 
lations, generally  support  an  adjustment  to  the  rate  originally  certified 
by  the  Commission: 

Expenditures  imposed  upon  providers  because  of  laws,  licensing  regu- 
lations, safety  regulations,  or  any  official  requirement  made  by  a  city, 
town,  state,  or  federal  authority; 

Unusual  or  unforeseen  increases  in  the  reasonable  program  operating 
costs  beyond  the  control  of  the  provider,  (i.e.,  replacement  of  equipment 
or  facilities  due  to  fire  or  flood;  repair  of  major  equipment)  not  contem- 
plated in  any  inflation  factors  used  in  developing  the  rate; 

Decreased  or  terminated  funding  from  external  sources  (i.e.,  grants, 
subsidies,  donations); 

Mechanical  or  clerical  errors  made  by  Commission  staff  in  the  calcu- 
lation of  rates. 

A  public  hearing  was  held  to  review  a  proposed  Hospice  Care  Agreement 
between  Blue  Cross  of  Massachusetts ,    Inc.   and  two  providers,  Cambridge 
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Visiting  Nurse  Association  and  Hospice  at  Home.  These  two  contract:;  were 
approved  by  the  Commission.  They  were  the  first  pilot  agreements  entered 
into  to  provide  payment  tor  care  to  termiiially  ill  patients.  This  hearing 
was  held  pursuant  to  the  Commission's  authority  under  G.L.  C.176A,  s  5,  for 
the  purpose  of  soliciting  testimony  and  receiving  comments  from  interested 
members  of  the  public  on  these  proposed  contracts. 

Regulations  promulgated  in  prior  fiscal  years  remained  in  effect  and 
applicable. 

Generally,  it  the  situation  is  one  of  emergency,  jn  that  it  tJireatens 
the  financial  stability  of  a  program,  and  is  substantial  in  nature,  it  can 
be  reviewed  for  a  possible  rate  adjustment  by  the  Commission,  provided  that 
there  is  sufficient  documentation,  which  sometimes  includes  the  endorsement 
by  the  purchasing  state  agency,  to  justify  such  adjustment. 

(3)  Rate  Appeals  -  On  July  1,  1974,  the  Division  of  Hearing  Officers 
was  established  as  an  agency  of  the  Executive  Office  for  Adndnistration  and 
Finance,   (Section  3,  Chapter  1229,  Acts  of  1973). 

The  Division  hears  appeals  from  the  proviaers  of  services  who  feel 
that  their  rates  of  reimbursement  are  not  fair.  After  a  formal  appeal  has 
been  filed  with  the  Division  of  Hearing  Officers,  a  hearing  officer  of  the 
Division  will  hold  an  adjudicatory  hearing  in  accordance  with  the  Adminis- 
trative Procedures  Act,  G.L.  c.  30A.  After  all  relevant  testimony  and 
evidence  has  been  submitted  to  the  assigned  hearings  officer,  (s)he  then 
prepares  a  written  decision,  which  is  submitted  to  the  Rate  Setting  Commis- 
sion . 

If  the  decision  results  in  a  recommendation  for  a  rate  different  from 
tliat  originally  certified  by  the  Commission,  the  Commissioners  then  estab- 
lish a  new  rate  based  upon  the  statement  of  reasons.  The  Commission  may, 
however,  return  the  decision  to  the  hearings  officer  for  further  inves- 
tigation if  the  Commissioners  determine  that  the  hearings  officer's  state- 
ment of  reasons  is  inadequate  to  determine  a  fair,  reasonable  and  adequate 
rate.  Commission  action  on  a  recommended  decision  is  taken  by  vote  at  a 
bi-weekly  public  Commission  meeting. 

Should  a  party  still  consider  itself  to  be  aggrieved  by  a  decision  of 
the  Rate  Setting  Commission,  it  has  thirty  days  from  receipt  of  such 
decision  to  file  a  petition  for  review  in  the  Superior  Court  for  the  County 
of  Suffolk. 

C.  FINANCIAL  CONDITION 

Appendix  D  of  this  Report  presents  an  analysis  of  the  Commission's 
expenditure  of  state  funds  during  the  Fiscal  Year  ending  June  30,  1981. 

D.  COMMISSION  STRUCTURE 

(1)  Commissioners  -  Pursuant  to  Section  32,  Chapter  6A,  of  the 
General  Laws,  as  amended  by  Chapter  1229  of  the  Acts  of  1973,  effective 
July  1,  1974,  the  Commission  shall  consist  of  three  members  appointed  by 
the  Governor.     The  Commission  shall  consist  of  a  Chairman  who  shall  have 
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administrative  experience  and  an  advanced  degree  in  the  field  of  business 
administration,  public  administration,  or  law.  One  of  the  other  two 
members  shall  be  a  certified  public  accountant  and  one  shall  be  a  person 
experienced  in  the  field  of  medical  economics.  A  further  qualification  is 
that  no  more  than  two  members  shall  belong  to  the  same  political  party. 
Each  Commissioner  is  appointed  for  a  term  of  three  years.  The  initial 
appointments  were  for  staggered  terms  of  one,  two,  and  three  years. 

On  July  3,  1974,  Governor  Francis  W.  Sargent  appointed  Stephen  M. 
Weiner,  Chairman  to  a  term  of  two  years,  Shelby  P.  Mudarri,  Commissioner  to 
a  term  of  one  year,  and  Andrew  H.  Nighswander,  Commission  to  a  term  of 
three  years.  Since  the  initial  appointments,  the  succeeding  appointments 
have  been  made: 

Commissioner  Shelby  P.  Mudarri  was  reappointed  by  Governor  Michael  S. 
Dukakis  to  a  full  three-year  term  effective  July  3,  1975. 

Chairman  Stephen  M.  Weiner  was  reappointed  by  Governor  Michael  S. 
Dukakis  to  a  full  three-year  term  effective  July  3,  1976.  Chairman  Weiner 
resigned  June  30,  1978. 

Commissioner  Nighswander  was  reappointed  by  Governor  Michael  S. 
Dukakis  to  a  full  term  effective  July  3,  1977.  Commissioner  Nighswander 
resigned  effective  December  31,  1977. 

Commissioner  Charles  C.  Stover, III  was  appointed  January  13,  1978,  to 
fill  the  unexpired  term  effective  July  3,  1977. 

Commissioner  Shelby  P.  Mudarri  was  reappointed  by  Governor  Michael  S. 
Dukakis  to  a  full  three-year  term  effective  July  3,  1978. 

Chairman  Peter  Kiam  was  appointed  October  23,  1978,  to  fill  the 
unexpired  term  effective  July  3,  1976.. 

Chairman  Peter  Hiam  was  reappointed  to  a  full  three-year  term  effec- 
tive July  3,  1979. 

Commissioner  Martin  Atkins  was  appointed  September  19,  1980  to  filled 
the  expired  term  of  Charles  C.  Stover  III  effective  July  3,  1980. 

Commissioner  David  S.  Telegen  was  appointed  September  3,  1981  to  fill 
the  expired  term  of  Shelby  P.  Mudarri  effective  July  3,  1981. 

(2)  Executive  Secretary  -  The  Commission  shall  appoint  an  Executive 
Secretary  who  shall  be  responsible  for  the  internal  management  of  the 
Commission  and  who  shall  report  to  the  Chairman.  John  A.  Daley  was  ap- 
pointed Executive  Secretary  during  Fiscal  Year  1975. 

(3)  Bureaus  -  G.L.  c.  6A,  s  33,  authorizes  the  Commission  to  estab- 
lish such  bureaus  as  may  be  necessary  to  carry  out  its  duties  including  but 
not  limited  to  a  bureau  of  hospitals  and  a  bureau  of  long-term  care 
facilities . 

a)      Bureau  of  Hospitals 
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Director:    Katharine  C.  Pell 


The  Eureau  of  Hospitals  develops  the  rates  of  payment  for  hospitals 
providing  inpatient  and  outpatient  care  to  publicly-aided  and  industrial 
accident  patients  as  well  as  charges  to  the  general  public  for  state  and 
county  hospitals.  .Additionally,  the  Bureau  is  responsible  for  evaluating 
contracts  between  Blue  Cross  of  Massachusetts ,  Inc.  and  hospitals  and 
making  recommendations  to  the  Commission  concerning  these  contracts.  The 
Bureau  audits  all  hospital  in  fullfillment  of  its  requirement  to  establish 
public-assistance  rates  and  to  prepare  Blue  Cross  final  settlements. 

The  Bureau  also  reviews  an  estimate  of  the  expected  revenue  for  the 
City  of  Boston,  Department  of  Health  and  Hospitals.  The  revenue  projection 
is  required  by  law  to  be  used  in  the  calculation  by  the  city  of  its  annual 
tax  rate. 

In  1976  the  temporary  authority  to  review  charge  increases  and  pro- 
posed new  charges  under  Chapter  424  of  the  Acts  of  1975,  was  made  permanent 
pursuant  to  Chapter  409,  of  the  Acts  of  1976. 

Although  this  report  covers  Fiscal  Year  1982,  mention  will  be  made  of 
Chapter  372  of  the  Acts  of  1982  which  was  enacted  on  August  10,  1982.  This 
law  will  have  a  major  impact  on  hospital  payment  systems. 

During  Fiscal  Year  1982,  the  bureau  had  a  change  in  leadership.  John 
C.  Keane,  director  for  the  prior  two  years  resigned  in  early  September. 
Executive  Secretary,  John  A.  Daley,  assumed  the  additional  responsibility 
of  director  for  an  interim  period  of  five  months.  After  an  extensive 
search  for  a  permanent  director,  Katharine  M.  Pell,  Director  of  the  Bureau 
of  Educational  and  Social  Services,  was  selected  for  the  position. 


b)  Bureau  of  Long  Term  Care  Facilities 

Director :    James  E.  Sullivan 

The  Bureau  of  Long-Term  Care  Facilities  develops  the  rates  of  payment 
for  residential  care  provided  by  nursing  and  rest  homes  to  publicly-aided 
patients.  The  bureau  also  develops  the  rates  of  payment  for  medical, 
social,  and  rehabilitative  care  and  services  provided  to  publicly-aided 
individuals  in  intermediate  care  facilities  for  the  mentally  retarded. 

c)  Bureau  of  Community  and  Non- Institutional  Services 

Director :    Susan  M.  Bab in 

The  Bureau  of  Community  and  Non- Institutional  Services  develops  reim- 
bursement policies  and  rates  for  community  based  health  care  and  support 
services  provided  to  publicly-aided  and  industrial  accident  patients.  The 
programs  providing  such  care  serve  as  alternative  delivery  systems  to 
institutions  such  as  hospitals  and  nursing  homes.  The  emphasis  is  on 
ambulatory  and  home  health  care. 
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The  Bureau  also  is  responsible  for  establishing  rates  of  payment  for 
services  rendered  to  publicly-aided  and  industrial  accident  patients  by 
individual  practitioners  including  physicians,  dentists,  psychologists, 
private  duty  nurses,  restorative  therapists,  and  others.  .Additional 
responsibilities  include  rates  for  such  diverse  services  as  drugs,  ambu- 
lances, orthotics,  and  other  medical  supplies. 

d)      Bureau  of  Educational  and  Social  Services 

Director:    Ann  R.  Heymarm. 

The  Bureau  of  Educational  and  Social  Services  develops  rates  of 
reimbursement  for  social  and  educational  programs  purchased  by  various 
governmental  units.  These  programs  include  all  services  rendered  to 
children  with  special  needs,  residential  programs  purchased  by  the  Depart- 
ment of  Youth  Services,  programs  purchased  under  Chapter  766  -  the  special 
education  law,  and  day  care  programs. 

(4)  Support  Units  -  In  addition  to  the  four  Bureaus  of  the  Commission 
mandated  by  G.L.  c.  6A,  s  33,  the  Commission  maintains  a  legal  department 
designated  as  the  Office  of  the  General  Counsel,  arid  an  administrative 
section. 


a)  Office  of  the  General  Counsel 

General  Counsel:    Pamela  S.  Horst,  Esq. 

The  Commission's  Legal  Department  is  composed  of  seven  attorneys,  one 
accountant,  and  two  secretaries.  One  of  the  attorneys  work  primarily  on 
Blue  Cross — Commission  legal  matters;  a  second  works  primarily  on  Commis- 
sion hospital  and  charge  control  matters.  Five  attorneys  handle  a  substan- 
tial proportion  of  the  hearings  before  the  Massachusetts  Division  of 
Hearings  Officers.  The  accountant  works  with  attorneys  on  pre-hearing 
conferences  and  hearings  on  appeals  by  long-term  care  facilities.  The 
Legal  Department  in  Fiscal  Year  1982  handled  litigation  in  the  areas  of 
Blue  Cross,  Medicaid,  and  hospital  charge  control.  In  addition,  the  Legal 
Department  was  responsible  for  the  rronitoring  of  relevant  legislation, 
appearing  at  hearings  before  the  Massachusetts  Division  of  Hearings  Offi- 
cers, and  providing  general  legal  services  to  the  Commission. 

b)  Admini  strat ion 

The  Executive  Secretary  is  responsible  for  the  Administration  of  the 
day-to-day  operation  of  the  Commission.  Included  in  these  duties  are 
personnel,  budget,  purchasing,  security,  and  liaison  the  Executive  Office 
of  Human  Services  and  other  agencies. 

E.      AFFIRMATIVE  ACTION 

A  copy  of  the  Plan  is  available  for  public  review  at  the  Coirmission. 
The   plan  was   the   second  plan   approved  by   the  Office   of  Affirmative 
Action.    The  Commission  consistently  meets  its  annual  goals.     It  maintains 
a  strong  commitment  to  elimination  of  discrimination  and  to  provide 
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equitable  reinedies  for  the  consequence  of  any  past  discrimination.  This 
position  is  consistent  with  the  explicit  intent  of  Executive  Order  #74  (the 
Governor's  Code  of  Fair  Practices,  1970,  as  revised  and  amended  by 
Executive  Order  #116)  and  Title  VII  of  the  U.S.  Civil  Rights  Act  of  1964, 
as  amended  by  the  Equal  Employment  Act  of  1972. 

F.  ADVISORY  COUNCIL 

(1)  Counc  i  1  St  rue  tur  e  -  Under  the  terms  of  G.L.  c.  6A,  .c;  34,  the 
Commission  is  to  appoint  an  Advisory  Council  consisting  of: 

(a)    The  Chairman  of  the  Rate  Setting  Commission,  the  Secretaries 
of  the  Executive  Office  of  Human  Services,  Elder  Affairs,  and 
Administration  and  Finance,  and  the  Commissioners  of  the 
Departments  of  Public  Welfare,  Public  Health,  and  Education,  or 

their  respective  designees. 

tb)    Eight  members  appointed  by  the  Coirmission  who  are  to  be  providers 
or  representatives  of  provider  organizations  whose  rates  of 
reimbursement  are  determined  by  the  Commission.    No  one  provider 
group  may  have  more  than  one  representative  unless  each  provider 
group  is  represented  on  the  Council.    Since  the  Rate  Setting 
Commission  sets  rates  for  more  than  eight  classes  of  providers, 
it  was  necessary  for  the  Conmission  to  choose  which  provider 
groups  are  to  be  represented  on  the  Council  on  the  basis  of  state 
dollars  spent  on  a  provider  group  and  Commission  plans  for 
changes  in  reimbursement  policies  or  methodologies. 

(c)    Eight  members  appointed  by  the  Commission  who  are  to  be  non- 
providers  who  have  demonstrated  experience  in  the  field  of 
consumer  advocacy  and  who  have  no  financial  interest  in  any 
provider  of  services  whose  rates  of  reimbursement  are  de- 
termined by  the  Commission.    Of  these  eight  non -provider 
members,  the  .law  specifies  the  source  of  four:    two  are  to 
be  selected  from  recommendations  made  by  statewide  labor 
organizations,  with  one  of  the  two  selected  from  recom- 
mendations made  by  the  State  Labor  Council  AFL-CIO;  and  two 
are  to  be  selected  from  recommendations  made  by  statewide 
organizations  representing  the  interests  of  the  elderly. 

(2)  Council  Meetings  -  The  Council  did  not  meet  During  fiscal  1982. 

(3)  Operating  Procedures  -  The  official  operating  procedures  adopted 
by  the  Council  are  on  file  with  the  Commission. 

G.  HOSPITAL  POLICY  REVIEW  BOARD 

(1)  Authority  -  G.L.  c.  6A,  s  34A,  mandated  the  establishment  of  a 
Rate  Setting  Commission  Hospital  Policy  Review  Board,  consisting  of  two 
members  designated  by  the  Secretary  of  the  Executive  Office  of  Human 
Services  and  nine  members  appointed  by  the  Governor,  two  from  a  list  of  a 
least  six  recommendations  submitted  by  the  Massachusetts  Hospital  Associ- 
ation, one  representing  a  teaching  hospital  and  one  representing  a 
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non- teaching  hospital;  one  physician  from  a  list  of  at  least  three  rec- 
ommendations submitted  by  the  Massachusetts  Medical  Society;  a  non-provider 
member  of  the  governing  board  of  a  health  systems  agency  designated  pursu- 
ant to  Title  XV  of  the  federal  Public  Health  Service  Act;  one  representing 
non-profit  hospital  service  corporations  under  Chapter  176A;  one  represent- 
ing companies  authorized  to  sell  accident  and  health  insurance  under 
Chapter  175;  and  three  non-providers  with  experience  in  or  knowledge  of  the 
delivery  or  financing  of  hospital  services  and  who  shall  represent  the 
interests  and  concerns  of  business,  labor,  and  the  elderly,  respectively. 

(2)    Structure  -  The  Board  is  composed  of  the  following  members  who 
have  been  appointed  by  the  Governor: 


(3)  Purpose  -  The  Board  is  charged  to  review  and  make  comments  to  the 
Commission  with  respect  to  proposed  regulations  and  rules  of  the  Commission 
issued  pursuant  to  G.L.  c.  6A,  ss  37-45,  inserted  by  Chapter  409  of  the 
Acts  of  1976,  within  thirty  days  receipt  of  proposed  rules  or  regulations. 
It  is  to  report  periodically  at  least  as  often  as  annually  to  the  Governor 
and  General  Court,  with  copies  to  the  Joint  Legislative  Committee  on  Health 
Care,  on  its  findings,  opinions,  and  recommendations  for  legislation. 

(4)  Meetings  -  The  Board  is  required,  by  law,  to  meet  at  least  four 
times  annually.     In  Fiscal  Year  1982,  the  Board  held  nine  meetings. 

(5)  Operating  Procedures  -  The  official  operating  procedures  adopted 
by  the  Board  are  on  file  with  the  Commission. 

II.     THE  FORMULATION  OF  REIMBURSEMENT  POLICY:     ANALYSIS  OF  COMMISSION 
ACTIVITY  BY  BUREAUS  AND  SUPPORT  UNITS 

A.       BUREAU  OF  HOSPITALS 

Introduction 

The  Rate  Setting  Commission's  statute  specifically  requires  that  there 
be  a  Bureau  of  Hospitals.  This  Bureau  carries  out  a  range  of  hospi- 
tal-related responsibilities  which  have  been  given  to  the  Commission. 
These  responsibilities  during  Fiscal  Year  1982  are  described  below.  A 
major  piece  of  hospital  legislation,  Chapter  372,  of  the  Acts  of  1982,  was 
signed  into  law  on  August  10,   1982  with  an  effective  date  of  October  1, 
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1982.  This  report,  therefore,  also  includes  a  description  of  the 
Conmission ' s  changing  role  under  Chapter  372. 

Hospital  Bureau  Responsibilities 

The  Bureau's  major  responsibilities  during  Fiscal  Year  1982  included: 

(1)  establishment  of  prospective  rates  of  payment  for  hospitals  for 
publicly-aided  patients; 

(2)  establishment  of  charges  for  hospitals  operated  by  the 
Massachusetts  Department  of  Public  Health,  Department  of 
Mental  Health,  the  Counties  of  the  Commonwealth  and  the  Soldiers' 
homes. 

(3)  review  and  approval  of  contracts  between  Blue  Cross  of 
Massachusetts,  Inc.  and  hospitals  and  approval  of  rates 
developed  under  such  contracts; 

(4)  performance  of  all  hospital  audits  required  in  establishing 
public  assistance  rates  and  preparation  of  Blue  Cross  final 
settlements ; 

(5)  prospective  review  and  approval  of  budgets  of  all  hospitals; 

(6)  continued  research  for  development  of  a  uniform  prospective 
budget  approval  program  for  hospitals; 

(7)  maintenance  of  a  computerized  data  base  containing  essential 
information  from  cost  reports  and  charge  control  submissions 
collected  by  the  Hospital  Bureau,  for  both  research  and  routine 
calculation; 

(8)  participation  in  a  federal  project  with  Blue  Cross  and 
Massachusetts  the  Health  Data  Consortium  to  develop  and  implement 
a  statewide  system  to  collect  and  disseminate  integrated  hospital 
casemix  and  billing  data. 

The  diversity  of  these  responsibilities  has  provided  the  Bureau  with 
unique  experience  in  a  number  of  areas.  For  example,  Massachusetts  is  the 
only  state  wliich  both  administers  a  budget  approval  program  and  undertakes 
annual  field  audits  of  all  hospitals,  a  responsibility  which  continues 
under  Chapter  372.  This  has  allowed  the  Bureau  to  develop  an  understanding 
of  hospital  reimbursement  from  a  variety  of  perspectives.  This  under- 
standing is  an  invaluable  asset  to  the  Commission  as  it  endeavors  to 
establish  and  monitor  the  performance  of  regulations  designed  to  encourage 
efficient  delivery  of  needed  hospital  services. 

Hospital  Bureau  Responsibilities  -  Specific  Activities 

(1)     Publicly-Aided  Reimbursement 

The  Rate  Setting  Commission  annually  sets  rates  of  reimbursement  for 
hospitals  for  inpatient  and  outpatient  services  provided  to  publicly-aided 
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persons.  These  rates  for  approximately  200  acute  and  chronic  hospitals  are 
established  effective  October  1  of  each  year  in  order  to  coincide  with  the 
hospital's  Fiscal  Year  and  are  used  by  such  agencies  as  the  Department  of 
Public  Welfare,  Veterans  Services,  the  Massachusetts  Rehabilitation 
Commission,  the  Commission  for  the  Blind,  etc. 

The  largest  group  of  public  assistance  patients  using  inpatient 
services  are  those  covered  by  the  Medicaid  program.  This  program  had 
projected  over  $550  million  in  hospital  payments  for  1982.  (52%  of  this 
amount  will  be  reimbursed  by  the  federal  government.)  To  qualify  for 
federal  participation  in  the  Medicaid  program,  the  Commission  must  comply 
with  federal  law  and  regulations  in  developing  inpatient  hospital  costs  for 
Medicaid  patients.  Federal  law  requires  that  such  rates  be  based  on 
"reasonable  costs"  incurred  by  the  hospitals  in  providing  those  services. 

The  Department  of  Health  and  Human  Services  has  generally  required 
States  to  use  the  Medicare  methodology  for  developing  inpatient  rates. 
Medicare  has  historically  allowed  virtually  all  costs  in  allowable  catego- 
ries as  incurred  by  hospitals.  Many  health  economists  believe  that  the  use 
of  this  type  of  "open-ended"  reimbursement  approach  contributed  signifi- 
cantly to  the  inordinate  inflation  in  hospital  costs  during  the  last 
decade.  It  is  a  problem  which  Chapter  372  will  address  through  the  use  of 
pro- 
spectively determined  budgets  tor  all  payors  which  hospitals  must  live 
within . 

In  1972,  Congress  authorized  the  Department  of  Health  and  Human 
Services  to  allow  States  to  develop  other  reasonable  cost-based  methods  as 
alternatives  to  that  used  by  Medicare.  Massachusetts  was  one  of  the  few 
states  which  took  advantage  of  this  flexibility.  Through  the  Pate  Setting 
Commission,  the  Commonwealth  chose  to  develop  a  system  which  did  not  equate 
"reasonable  costs"  with  what  the  hospital  actually  spent.  The  Commission 
felt  that  "reasonable"  referred  to  what  a  hospital  properly  should  spend 
and  that  a  reimbursement  methodology  should  contain  provisions  encouraging 
hospitals  to  maintain  spending  at  that  level  of  "reasonableness" . 

The  rate  setting  method  used  by  the  Commission  for  Medicaid  patients 
in  Fiscal  Year  1982  was  prospective  in  nature.  That  is,  the  rate  was 
determined  at  the  beginning  of  the  hospital's  Fiscal  Year,  and  could  be 
varied  only  for  specific  reasons  such  as  new  Determination  of  Need  approved 
projects.  If  the  Hospital  incurred  costs  less  than  what  the  rate  would 
reimburse,  the  hospital  could  keep  its  savings.  If  the  hospital  incurred 
costs  above  the  rate,  and  these  costs  did  not  qualify  for  special  treat- 
ment, the  hospital  had  to  fund  the  shortfall.  Thus,  the  system  provided 
incentives,  many  of  which  are  contained  in  Chapter  372, for  efficiency  on 
the  part  of  hospitals. 

For  Fiscal  Year  1982,  the  prospective  rate  was  developed  from  each 
individual  hospital's  historic  costs  which  then  produced  an  all-inclusive 
per  diem  rate.  Hospital  costs  in  a  base  year  (two  years  prior  to  the  year 
for  which  a  rate  was  being  set)  were  trended  forward  based  on  a  standard, 
composite  inflation  factor.  The  assumption  made  in  the  use  of  the  histor- 
ical cost-based  prospective  reimbursement  method,  was  that  hospitals  should 
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experience  inflation  common  to  that  in  the  economy  at  large,  rather  than 
some  unique  hospital-specific  rate  of  inflation. 

Another  assumption  was  that  the  Commonwealth  should  not  be  paying  for 
underutilized,  and  therefore,  unnecessarily  expensive  hospital  facilities. 
A  hospital,  therefore,  might  be  penalized  by  a  reduction  in  its  public- 
ly-aided rate  if  it  fell  below  a  certain  minimum  number  of  patient  days  in 
the  base  year.  This  was  known  as  an  occupancy  penalty  and  had  as  its  goal 
the  elimination  of  underutilized  hospital  facilities  with  a  consequent 
reduction  in  cost  to  the  Commonwealth. 

Rates  set  for  hospitals  were  also  limited  by  the  calculation  of 
charges  to  the  general  public  for  a  day  of  hospital  care,  since  rates  paid 
by  purchasing  state  agencies  for  services  to  publicly-aided  individuals  are 
prohibited  by  law  from  exceeding  rates  paid  by  the  general  public. 

During  1977,  the  Commission  proposed  an  amendment  to  the  State  Plan 
for  Medicaid  inpatient  hospital  reimbursement  which  further  developed  the 
prospective  system.  The  amendment,  approved  by  the  Department  of  Health 
and  Human  Services  in  December,  1977  to  be  effective  January  1,  1978, 
provided  for  the  following:  (1)  more  stringent  occupancy  standards  consis- 
tent with  the  state  policy  of  reducing  excess  beds;  (2)  a  limit  on  recog- 
nized base  year  costs;  (3)  establishment  of  a  new  rate  for  administrative- 
ly necessary  days;  and,  (4)  introduction  of  the  Medicare  routine  per  diem 
limitation  into  the  Medicaid  rate. 

During  Fiscal  Year  1982,  publicly-aided  outpatient  rates  were  ex- 
pressed as  a  percentage  of  charges.  This  percentage  represented  the  rela- 
tionship between  total  outpatient  costs  and  total  outpatient  gross  reve- 
nues. An  outpatient  rate  could  not  exceed  100%  of  charges.  As  with  the 
inpatient  rate,  there  was  no  final  settlement  for  outpatient  services 
rendered  to  publicly-aided  individuals. 

During  Fiscal  Year  1981,  in  reaction  to  a  serious  increase  of  "AND"* 
patients  in  Massachusetts  hospitals,  the  state  Legislature  enacted  into  law 
an  act  to  address  this  problem.  This  law  required  that  the  Rate  Setting 
Commission  establish  a  level  of  reimbursement  for  AND  days  which  reflected 
the  level  of  care  which  had  been  deemed  appropriate  by  the  Professional 
Standards  Review  Organization.  Amendments  to  Rate  Setting  Commission 
regulations  were  drafted  and  State  Plan  amendments  were  approved  by  the 
U.S.  Department  of  Health  and  Human  Services. 

During  Fiscal  Year  1981,  a  rate  of  $70  per  day  was  established  for 
inappropriately  placed  AND  patients  in  acute  care  hospitals.  This  rate 
continued  to  be  used  during  Fiscal  Year  1982.  The  higher  routine  rate  for 
room  and  board  (approximately  $140  per  day)  also  remained  in  effect  for  AND 
patients  at  those  acute  care  hospitals  which  made  a  certifiable  effort  (as 
determined  by  the  Department  of  Public  Welfare)  to  appropriately  place  the 
AND  patients  into  a  non-acute  hospital  setting. 


*AND  -  Patients  who  no  longer  require  acute  hospital  care  but  cannot  be 
placed  in  alternate  facilities. 
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During  Fiscal  Year  1982,  the  Commission  adopted  a  methodology  for 
assigning  two  (2)  individual  rates  for  inappropriately  placed  patients 
(those  requiring  nursing  home  Level  II  and  Level  III  care)  for  chronic  and 
rehabilitation  hospitals.  These  hospital  specific  level  II  and  level  III 
rates  became  effective  during  Fiscal  Year  1982. 

(2)     Blue  Cross 

Under  Massachusetts  General  Laws  c.  176A,  s  5,  the  Commission  had  and 
continues  to  have  the  authority  to  review  and  approve  proposed  contracts 
between  Blue  Cross  and  hospitals  in  addition  to  the  rates  developed  under 
those  contracts.  The  Commission  also  performs  an  annual  field  audit  of 
every  hospital  in  order  to  compute  Blue  Cross  final  settlements. 

Blue  Cross  of  Massachusetts,  Inc.  currently  accounts  for  25%  of 
hospital  reimbursement  in  the  Commonwealth  (approximately  $850  million  per 
year) .  A  characteristic  which  makes  Blue  Cross  unique  among  private 
insurers  is  that  a  hospital  can  choose  to  contract  on  the  basis  of  "reaso- 
nable cost"  as  opposed  to  charges.  Several  contracts  are  used  by  Blue 
Cross.  They  differ  with  respect  to  the  type  of  provider  which  is  eligible 
to  sign  and  the  definition  of  reimbursable  cost.  The  following  table 
summarizes  Blue  Cross  contractual  arrangements  with  providers  in  the 
Commonwealth : 

Contract  Provider  Type  Number 

Participating  Hospital  Agreement       general  acute  care  116 

Coooperating  Hospital  Agreement       chronic  care  and  rehabilitation  27 


Nine  hospitals  do  not  have  contracts  with  Blue  Cross. 


The  Participating  Hospital  Agreement  is  by  far  the  most  significant  in 
that  it  applies  to  the  largest  number  of  facilities  and  governs  the  most 
dollars.  It  is  renegotiated  at  regular  intervals  by  Blue  Cross  and  the 
Massachusetts  Hospital  Association  (representing  the  hospitals) .  It  is  the 
applicable  document  for  all  general  hospitals  but  can  be  amended  to  reflect 
the  concerns  of  individual  hospitals. 

On  June  30,  1981,  the  Commission  approved  HA-29.  The  model 
participating  hospital  agreement  signed  by  116  general  acute  and  short-term 
specialty  hospitals,  effective  October  1,  1981  through  September  30,  1984 
(July  1,  1982  through  June  30,  1985  for  state  and  municipal  hospitals). 
This  contract  became  the  cornerstone  of  the  new  hospital  reimbursement 
legislation,  Chapter  372. 

Under  the  terms  of  HA-29,  Blue  Cross  reimburses  a  hospital  on  the 
basis  of  a  Maximum  Allowable  Cost  (MAC)  formula.  Each  hospital  is  reim- 
bursed at  the  level  calculated  by  the  MAC  formula,  regardless  of  the  level 
of  actual  costs  incurred.  If  a  hospital  spends  less  than  the  MAC  amount,  it 
keeps  the  savings  as  a  reward,  and  it  the  hospital  spends  more  than  the  MAC 
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amount,  the  excess  portion  is  disallowed  and  not  paid.  The  hA-29  method  is 
in  sharp  contrast  to  the  methods  included  in  the  Hospital  Agreements  (IiA-27 
and  HA-28i)  which  immediately  preceded  HA-29  under  which  hospitals  were 
paid  for  virtually  all  costs  actually  incurred.  The  significant  aspects  of 
the  HA-29  reimbursement  method  axe  as  follows: 

(a)  Costs  are  determined  prospectively  on  the  basis  of  a  Maximum 
Allowable  Cost  (MAC)  computation.    Blue  Cross  pays  the  hospital 
during  the  year  a  percentage  of  the  charges  for  its  subscribers. 
This  percentage  is  the  hospital's  budgeted  cost  to  charge  ratio 
and  is  referred  to  as  the  payment  on  account  factor  (PAF) . 

Blue  Cross1  final  liability  is  determined  at  year  end  after  the 
audit  has  been  performed  and  inflation  and  volume  changes  have 
been  updated.    The  final  settlement  process  compares  the  final 
Blue  Cross  liability,  as  measured  by  the  updated  MAC  calculation, 
to  Blue  Cross  interim  payments  and  calculates  the  amour: t  owed 
by  or  to  each  hospital; 

(b)  The  MAC  is  calculated  by  adjusting  prior  year  costs  {actual  costs 
prior  to  audit  for  the  first  year  of  the  contract  and  MAC 
approved  costs  for  the  second  and  third  years)  for  inflation, 
volume  changes,  costs  beyond  control  and  other  defined  exceptions 
to  determine  the  rate  year  MAC.    This  calculation  is  similar  to 
the  charge  control  computation  of  Maximum  Allowable  Operating 
Costs; 

(c)  The  reimbursable  cost  base  for  the  first  year  of  the  contract 
is  defined  through  two  general  provisions.    The  first  provision 
lists  certain  inclusions,  exclusions,  and  deductions  which  are 
used  in  computing  reasonable  costs.    The  second  provision 
recognizes  the  Commission's  final  authority  for  interpreting 
what  constitutes  a  reasonable  cost  under  Massachusetts  General 
Laws,  c  176A,  s  5.    The  reimbursable  cost  base  for  the  second 
and  third  year  of  the  contract  will  be  the  updated  MAC  from  the 
prior  year; 

(d)  Depreciation  expense  for  buildings,  fixed  equipment,  and  major 
movable  equipment  is  recognized  at  the  cost  of  replacing  trie 
asset; 

(e)  Bad  Debt  and  free  care  write-offs  for  hospital  services  are 
recognized  at  cost.    Blue  Cross  reimburses  a  percentage  equal  to 
its  share  of  utilization  at  the  hospital; 

(f )  The  working  capital  needs  of  the  hospital  are  recognized  through 
the  Blue  Cross  method  of  payment.    The  "sight  draft"  system 
allows  a  hospital  immediate  payment  for  Blue  Cross  inpatients. 
For  outpatient  claims  or  patients  with  long  lengths  of  stay,  a 
hospital  can  receive  "current  financing"  advance  payments. 

The  base  from  which  the  MAC  is  determined  under  HA-29  is  Fiscal  Year 
1981  audited  costs.    Using  Fiscal  Year  1981  audited  costs  for  the  MAC  cal- 
culation created  a  unique  audit  situation  for  the  Commission  during  Fiscal 
Year  1982.    First,  an  audit  of  Fiscal  Year  1981  costs  was  required  for  the 
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purpose  of  issuing  a  final  settlement  under  the  preceding  contracts  HA-27 
and  HA-28i.  Second,  the  audit  of  base  year  costs  under  HA-29  was  required. 
The  nature  and  scope  of  the  "base  year"  under  HA-29  audit  is  significantly 
different  from  the  audit  under  HA-27  as  it  is  not  only  the  basis  of  reim- 
bursement for  Blue  Cross  for  the  life  of  the  contract,  1982-1984  in- 
clusive, but  it  also  forms  the  basis  of  payment  for  all  other  payors  under 
the  provision  of  Chapter  372. 

The  Commission  promulgated  a  new  reporting  form,  RSC-403,  which 
replaced  RSC-401.  The  RSC-403  was  designed  to  interface  with  future  charge 
control  requirements,  ensure  meaningful  cost  comparisons,  achieve  con- 
sistency with  the  Hospital  Uniform  Reporting  Manual,  form  the  basis  from 
which  Medicaid  rates  would  be  determined  and  be  consistent,  to  the  extent 
possible,  with  the  MAC  reports  required  under  HA-29. 

The  RSC-403  will  be  instrumental  in  comparing  the  impact  of  the  MAC 
versus  the  traditional  cost-finding  reimbursement  mechanisms.  The  Commis- 
sion analysis  will  serve  as  a  basis  for  evaluating  not  only  the  current 
Blue  Cross  contract  and  its  successor  contract,  but  also  Chapter  372. 

The  Commission  audit  staff  has  coordinated  the  review  and  approval  of 
MAC  costs  as  part  of  the  Payment  on  Account  Factor  process.    This  has  in- 
cluded establishing  certain  criteria  and  communication  channels  with  Blue 
Cross.    The  process  will  be  expanded  during  our  on-site  audits. 

( 3 )    Charge  Control  Pre  Chapter  372:    An  Historical  Perspective 

On  April  1,  1974,  as  a  result  of  growing  state  concern  over  rapidly 
increasing  Medicaid  expenditures,  the  Rate  Setting  Commission  implemented 
regulations  mandating  the  use  of  prospective  rates  for  inpatient  hospital 
services  provided  to  Medicaid  and  other  public  assistance  patients.  One  of 
the  principal  difficulties  with  the  prospective  Medicaid  system  was  its 
inability  to  control  total  hospital  expenditures  over  time.  Because 
Medicaid  traditionally  accounted  for  only  about  13%  of  total  hospital 
revenues,  hospitals  were  able  to  incur  expenses  which  were  supported  by 
other-  payors  although  disallowed  by  Medicaid.  Costs  not  recognized  by 
Medicaid  were  still  incurred  because  other  payors  provided  the  necessary 
revenue,  and  those  costs  eventually  became  reimbursable  when  the  rate  year 
became  the  base  year  upon  which  subsequent  Medicaid  rates  were  determined. 

This  interaction  made  it  clear  that  an  effective  method  of  controlling 
the  cost  of  Medicaid  must  include  the  capacity  to  control  total  hospital 
expenditures.  On  April  15,  1975,  the  Governor  appealed  to  the  State 
Legislature  to  impose  an  immediate  emergency  freeze  on  all  hospital  charges 
while  a  comprehensive  hospital  cost  control  system  was  developed.  Hos- 
pitals opposed  the  Governor's  proposal  and,  through  a  negotiated  compro- 
mise, the  General  Court  enacted  Chapter  424,  an  interim  measure  intended  to 
regulate  rather  than  freeze  charge  increases  until  a  permanent  comprehen- 
sive cost  control  program  could  be  developed  and  adopted. 

The  primary  statutory  purpose  of  Chapter  424  was  to  avoid  excessive 
charge  increases  by  hospitals  anticipating  a  permanent  cost  control 
program.     The  process   developed   to  achieve   this   purpose   was   a  charge 
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approval  program.  A  hospital  proposing  to  modify  charges  had  to  have  the 
charges  reviewed  and  approved  by  the  Commission  prior  to  implementation . 

Under  the  system  authorized  by  Chapter  424,  requests  for  charges  were 
evaluated  by  applying  a  series  of  screens  to  hospital  cost  and  budget 
submissions.  Costs  in  excess  of  those  allowed  by  the  screens  were  sub- 
tracted from  the  base  used  to  calculate  allowable  revenue.  Total  allowable 
revenue  was  computed  by  permitting  the  hospital  to  earn  no  irore  than  a 
fixc^d  margin  above  total  allowable  costs.  This  margin  was  established  to 
allow  a  hospital  to  cover  it  financial  requirements  and  to  prevent  charge 
increases  requested  in  anticipation  of  a  more  stringent  permanent  program 
rather  than  in  response  to  actual  increases  in  hospital  costs. 

In  October  1976,  the  Legislature  enacted  Chapter  409  of  the  Acts  of 
1976.  This  statute  established  the  prospective  charge  review  system 
instituted  under  Chapter  424  ana  adopted  the  major  provisions  of  Chapter 
424  as  permanent  sections  of  the  new  law.  In  addition,  Chapter  409 
mandated  a  specific  schedule  for  the  gradual  implementation  of  new  method- 
ologies. This  timetable  required  two  najor  clianges  in  the  interim  system 
implemented  under  Chapter  424. 

The  first  major  change  was  the  transition  from  a  rudimentary  charge 
review  process  to  a  comprehensive  review  program  based  on  the  approval  of 
hospital  budgets.  Chapter  409  mandated  that,  beginning  with  Fiscal  Year 
1978,  the  budget  of  every  hospital  must  be  reviewed  and  approved  annually 
by  the  Commission  whether  or  not  a  modification  of  charges  was  proposed. 
Starting  with  Fiscal  Year  1979,  new  definitions  of  "total  patient  care 
charges"  and  "total  patient  care  costs"  were  required  to  be  developed  and 
used  in  the  review  process. 

The  second  major  change  mandated  by  Chapter  409  was  that  the  Commis- 
sion, by  October  1,  1979,  adopt  a  methodology  for  comparing  hospital  costs. 
This  cost  comparison  methodology  was  intended  to  permit  the  Coiirrdssion  to 
evaluate  the  reasonableness  of  base  year  costs;  prior  to  Fiscal  Year  1980, 
only  incremental  costs  were  analyzed. 

The  advent  of  Chapter  409  coincided  with  a  sharp  decline  in  the  rate 
of  increase  of  hospital  costs  in  Massachusetts.  Table  One  shows  the  pat- 
terns of  hospital  cost  increases  in  Massachusetts  and  elsewhere. 

Table  One 

Annual  Cost  Increases  (%) 


Massachusetts  U.S. 

1975-  1976                                    14.9  16.1 

1976-  1977                                    11.5  14.2 

1977-  1978                                       8.8  12.6 

1978-  1979                                      8.5  (budgeted)  13.4 

1979-  1980                                   10.4  (budgeted)  15.4 


However,  the  basic  structure  of  the  program  required  that  net  patient 
service  revenue  equal  reasonable  financial  requirements.  As  a  result, 
charge  paying  patients  fully  absorbed  deductions  from  revenue,  such  as  bad 
debt  and  third  party  contractual  adjustments,   in  Fiscal  Year  1980  as  in 
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prior  years.  This  responsibility  for  the  deductions  caused  large  in- 
creases which  were  significantly  greater  than  increases  in  hospital  costs 
over  the  same  period. 

Commission  studies  of  the  Chapter  409  program  found  that,  for  many 
individual  hospitals  and  on  average  statewide,  the  program  did  not  tightly 
constrain  charge  increases.  Examination  of  program  performance  in  Fiscal 
Year  1980  suggested  various  areas  for  improvement.  Charge-paying  patients 
paid  more  than  their  share  of  cost  while  patients  whose  bills  were  paid  by 
various  cost -based  reimbursers  paid  less  than  their  share.  Hospitals 
remained  able  to  cross-subsidize  services,  with  underutilized  services 
supported  by  profitable  ones.  The  program  did  not  include  formal  and 
direct  support  for  planning  agency  recommendations.  The  Commission  acted 
to  deal  with  these  weaknesses  by  developing  new  charge  control  regulations 
which  were  proposed  in  April,  1980.    These  regulations  would  have: 

(a)  Mandated  use  of  the  79  category  inflation  forecasting  system  for 
all  hospitals  with  mid-year  inflation  forecast  updates. 

(b)  Established  a  more  realistic  and  tighter  procedure  for  adjusting 
cost  on  the  basis  of  changes  in  volume. 

(c)  Expanded  the  cost  beyond  control  category  and  established  a 
system  of  administrative  adjustments  including  several 
adjustments  which  would  reward  hospitals  for  complying  with 
planning  agency  recommendations. 

(d)  Established  a  system  of  occupancy  penalties  of  the  sort  already 
used  in  the  Medicaid  program.. 

(e)  Retained  historical  cost  depreciation  but  added  a  price-level 
increment  to  reflect  hospital  bed  replacement  needs  as  determined 
from  the  State  Plan. 

(f)  Established  a  system  for  limiting  each  hospital's  bad  debt  pro- 
vision using  a  five-year  trend  forecasting  procedure. 

(g)  Imposed  limits  on  cross-subsidization  of  services. 

(h)  Refined  the  definition  of  reasonable  financial  requirements 

to  prevent  hospitals  from  passing  on  costs  disallowed  by  other 
payors  to  charge-paying  patients. 

The  hospital  industry  believed  that  these  changes  would  have  had  a 
detrimental  financial  impact.  In  response  to  objections  to  the  proposed 
regulations  iron  several  quarters,  the  Commission  entered  into  negotiations 
with  the  Massachusetts  Hospital  Association  (MHA)  and  the  Secretary  of 
Human  Sen/ices.  The  result  of  these  negotiations  was  an  agreement  by  the 
Commission  to  withdraw  the  proposed  regulations  in  return  for  a  commitment 
by  the  Secretary  to  file  legislation  to  govern  the  charge  control  program 
in  Fiscal  Year  1981.  Chapter  540,  introduced  in  the  Legislature  in  June, 
1980,  limited  the  rate  of  increase  of  charges  to  11.5  percent  statewide 
after  allowance  for  volume  increases  and  costs  beyond  control.  This  legis- 
lation thereby  placed  a  cap  on  hospital   charge   increases  equal   to  the 
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expected  rate  of  inflation.  The  new  measure  was  to  be  implemented  by  a 
system  of  hospital  peer  review  at  the  Health  Service  Area  (USA)  level.  The 
peer  reviews  were  conducted  by  the  regional  hospital  councils.  In  addi- 
tion, a  Joint  Legislative-Executive  Commission  was  established  to  develop  a 
prospective  reimbursement  system  for  implementation  in  Fiscal  Year  1982. 
This  legislation  was  passed  and  signed  by  the  Governor  in  July,  1980. 
Under  the  new  legislation,  the  Commission  was  to  conduct  Fiscal  Year  1981 
budget  reviews  under  the  charge  control  regulations  in  effect  in  Fiscal 
Year  1980  except  as  amended  in  limited  ways  and  as  augmented  by  the  new 
inflation  cap. 

On  August  1,  1980,  hospitals  submitted  their  1981  budgets  and  total 
hospital  revenue  (charge)  increase  requests  due  to  inflation  amounting  to 
12.26%  thus  exceeding  the  11.5%  statewide  cap  by  0.76%  or  $22.5  million. 
The  following  table  shows  the  excess  requests,  by  region,  as  compared  to 
the  11.5%  cap: 


Region 

Requested  Increase  In 

Requested  Increase  In 

GPSR  Due  to  Inflation  (%) 

Excess  of  11.5%  Limit  ($) 

HSA  1 

14.09 

9,048,118. 

HSA  2 

11.47 

-60,153. 

HSA  3 

11.02 

-728,953. 

HSA  4 

12.01 

8,062,967. 

HSA  5 

13.38 

5,949,694. 

USA  6 

11.59 

246,314. 

State 

12.26 

22,511,987. 

Under  the  Chapter  540  Charge  Cap,  if  the  aggregate  statewide  increase 
due  to  inflation  of  11.5%  was  exceeded,  the  source  of  the  excess  was  to  be 
identified  on  a  regional  level,  and  the  hospitals  in  each  region  were  to  be 
allowed  30  days  to  voluntarily  reduce  their  revenue  increase  requests  to 
comply  with  the  11.5%  limit.  In  the  event  that  the  hospitals  did  not 
voluntarily  rollback  excess  charge  requests  to  the  11.5%  ceiling,  the  Rate 
Setting  Commission  was  empowered  to  rollback  excess  charges  on  a  hospital 
specific  pro  rata  basis  in  each  region  that  exceeded  the  Cap. 

The  hospitals  in  regions  two  and  three  did  not  exceed  the  cap,  and  the 
hospitals  in  regions  four  and  six  voluntarily  rolled  back  charge  increase 
requests  to  comply  with  the  11.5%  statewide  cap.  The  hospitals  in  regions 
one  and  five  could  not  agree  on  voluntary  charge  rollbacks  so  the  Commis- 
sion as  provided  for  under  the  Cap  law,  rolled  back  excess  charges  on  a 
pro-rata,  basis  at  hospitals  in  these  regions. 

Chapter  540,  of  the  Acts  of  1980,  was  a  temporary  one-year  revenue 
cap,  due  to  expire  on  September  30,  1981.  Upon  expiration,  hospital 
charges  would  revert  back  to  regulations  proposed  under  Chapter  409,  of  the 
Acts  of  1976,  unless,  as  created  under  Chapter  540,  the  Joint  Legislative- 
-Executive  Commission  was  successful  in  developing  and  implementing  a  new 
hospital  reimbursement  system  or,  failing  that,  in  the  event  that  the 
one-year  revenue  cap  was  not  extended  for  another  year. 
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Due  to  the  uncertainty  of  the  direction  of  charge  control  legislation 
with  the  imminent  expiration  of  Chapter  540,  the  Conimission  proposed  new 
Fiscal  Year  1982  charge  control  regulations,  under  the  authority  of  Chapter 
409,  in  March,  1981,  It  was  noted  in  all  correspondence  that  upon  enact- 
ment of  other  legislation,  the  Commission  would  revise  or  withdraw  these 
proposed  regulations  to  conform  with  the  new  law. 

In  general,  these  proposed  regulations  were  designed  to  reverse  the 
growing  spread  between  costs  and  charges,  reduce  large  revenue  cushions, 
reduce  revenue  shortfall  pass-throughs  and  offer  rewards  to  hospitals  for 
cost  cutting  and  penalties  for  overspending.  Specifically,  the  regulations 
would  have: 

(a)    Applied  the  computation  for  the  "limitation  of  growth"  provision 
alluded  to  in  previous  years'  Chapter  409  regulations.  In  theory, 
the  limitation  of  growth  concept  serves  to  limit  the  increase  in 
a  hospital's  budget  by  using  as  a  starting  point  for  adjustments, 
the  hospital's  base  year  approved  operating  costs.     (The  base 
year  for  hospitals  is  two  years  prior  to  the  budget  year.)  In 
Fiscal  Year  1980  and  Fiscal  Year  1981  charge  control  regu- 
lations, hospitals  were  put  on  notice  that  the  Limitation  of 
Growth  provision  would  be  computed,  in  the  future,  from  approved 
base  year  operating  costs.    During  those  two  fiscal  years,  the 
Commission  choose  to  phase-in  the  Limitation  of  Growth  pro- 
vision by  calculating  the  budget  year  operating  cost  from  actual 
base  year  expenditures.    In  that  system,  hospitals  which  exceeded 
their  base  year  budgets  were  ensured  higher  allowed  cost  in  the 
budget  year.    Hospitals  which  took  cost  savings  steps  in  the  base 
year,  and  as  a  result  incurred  costs  below  their  approved  base 
year  budget,  were  penalized  with  lower  budget  year  costs  approved 
in  the  future.    As  proposed  for  Fiscal  Year  1982,  the  allowed 
budget  year  operating  cost  would  have  been  calculated  from  the 
approved  base  year  maximum  allowable  cost,  updated  for  second 
submissions  and  an  inflation  adjustment; 


(b)    Reduced  the  amount  of  cost  shifting  to  charge  based  payors' 
reasonable  financial  requirements,  using  historical  data  to 
capture  reimbursement  for  disallowances  and  shortfalls  of  cost 
based  reinbursers; 


(c)  Simplified  the  volume  calculations,  providing  hospitals  with  an 
incentive  to  budget  volume  more  accurately; 

(d)  Constrained  the  cost  beyond  control  category  which  currently 
allows  pass-throughs  for  complying  with  licensure  requirements 
to  include  only  the  cost  of  complying  with  changes  in  licensure 
requirements . 

The    Commission    calculated    that    these    regulations    would    have  allowed 
hospitals  to  raise  charges  by  approximately  the  projected  rate  of  in- 
flation (10%  to  13%).    On  April  30,  1981,  the  Commission  voted  to  adopt 
these  regulations. 
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had  to  voluntarily  roll  back  aggregate  revenue  increases  to  9.57%.  The  law 
empowered  the  Rate  Setting  Commission  to  roll  back  charges  in  each  region 
on  a  pro  rata  basis  if  the  regions  failed  to  make  the  roll  back  voluntari- 
ly. 

In  accordance  with  these  regulations,  hospitals  subndtted  Fiscal  Year 
1982  budgets  with  total  revenue  increase  requests  due  to  inflation  amount- 
ing to  10.82%,  thus  exceeding  the  9.57%  statewide  cap  by  1.25%  or 
$41,927,614.  The  tollowing  table  shows  the  excess  requests,  by  region,  as 
compared  to  the  9.57%  cap. 


Region 

Requested  Increase  in 
GPSR  due  to  Inflation (%) 

Requested  Increase  in 
Excess  of  9.57%  Limit  ($) 

HSA  1 

10.23 

$2,616,799 

HSA  2 

10.43 

2,474,046 

HSA  3 

11.08 

2,468,702 

HSA  4 

10.65 

19,604,135 

HSA  5 

11.65 

7,657,002 

HSA  6 

11.75 

7,106,930 

STATE 

10.82 

41,927,614 

None  oi  the  regions  were  able  to  voluntarily  roll  back  excess  charges 
and  consequently,   as   specified  in  the   law,    the  Rate  Setting  Commission 
rolled  back  excess  revenue  on  a  pro  rata  basis  in  each  region. 

After  rollbacks,  total  approved  Fiscal  Year  1982  Gross  Patient  Service 
Revenues  under  the  Chapter  432  cap  increased  12.34%  from  Fisccil  Year  1961 
approved  levels.    This  increase  is  attributed  to: 


Inflation 

Non- Inflation  Items 

9 

.57% 

Volume 

.78 

Cost  Beyond  Control 

.725 

New  Services 

.30 

Transfers  of  Cost 

.08 

Capital 

.085 

Non- Inflation  Subtotal 

2 

.77 

TOTAL 

12 

.34 

Sixteen  hospitals  filed  for  administrative  relief  under  the  exception 
clause  of  the  regulations,    fifteen  under  the  2%  deficit  clause  and  one 
hospital  under  the  HEFA  feasibility  clause.     Criteria  were  developed  by 
Commission  staff  for  review  and  approval  of  the  exceptions.  Specifically, 
determination  was  made  of  the  following: 

o       Whether  the  hospital  sought  relief  for  the  exception  request 
from  their  Regional  Hospital  Council  at  the  time  of  im- 
plementation of  the  cap; 
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o       Whether  the  hospital  requested  their  maximum  allowable  level 
of  GPSR  at  the  time  of  implementation  of  the  cap; 

o       Whether  the  hospital  attempted  to  reduce  the  projected  deficit 
through  internal  cost  savings  rather  than  by  an  increase  in 
revenue . 

The  Commission  granted  exception  relief  to  nine  hospitals,  eight  due 
to  a  deficit  in  net  revenue  equal  to  or  greater  than  2%  and  one  due  to  a 
hospital's  inability  to  meet  minimum  HEFA  feasibility  requirements.  The 
following  table  shows  the  approved  GPSR  under  the  1982  cap,  as  compared  to 
the  GPSR  approved  under  the  exception  clause. 


1982 

1982 

Hospital 

Approved  GPSR 

Exception  GPSR 

%  increase 

Brookline 

$  7,966,469 

$  8,470,857 

6.3% 

Cape  Cod 

37,541,748 

44,217,558 

17.8 

Huntington  General 

11,430,209 

12,400,691 

8.5 

N.E.  Memorial 

39,341,041 

44,618,287 

13.4 

Parker  Hill 

9,555,723 

10,475,000 

9.6 

Sancta  Maria 

14,838,562 

15,116,238 

1.9 

N.E.  Baptist 

34,037,185 

34,628,420 

1.7 

St.  Luke's 

8,031,597 

8,498,028 

5.8 

Charlton 

53,011,007 

59,412,583 

12.1 

TOTAL 

$215,753,541 

$237,837,662 

10.24% 

The  additional  revenue  approved  for  exceptions  amour: ted  to  approximately 
.6%  of  the  total  1982  approved  revenue  for  the  Commonwealth's  hospitals. 

4.  Data  Base 

Efforts  to  build  a  database  of  hospital  cost  reports  continued,  with 
the  last  PSC-401's  submitted  by  the  hospitals  for  the  Fiscal  Year  ended 
June  30,  1981  arid  the  first  RSC-403's  submitted  by  the  hospitals  for  the 
Fiscal  Year  ended  September  30,  1981.  The  scope  of  the  database  is 
comparable  to  that  of  the  previous  two  years;  roughly  5,000  variables  per 
hospital.  A  small  (154  variable)  database  was  created  from  1982  Chapter 
409  charge  control  submissions  for  research  purposes.  Inflation  data  was 
collected  and  computerized  for  the  88  variables  needed  to  conpute  hospital 
bureau  inflation  factors. 

Studies  were  performed  for  both  internal  and  external  uses,  occasion- 
ally requiring  special  programming  but  usually  accomplished  by 
our  internally  developed  flexible  report  generator.  Other  main  programs 
were  modified  and  maintained,  including  the  post-audit  cost  allocation 
program,  the  Medicaid  rate  calculation  programs,  the  inflation  factor 
program,  and  Blue  Cross  reimbursement  programs. 

5.  Case  Mix 

The  Commission  had  determined  that  diagnostic  discharge  data  is 
essential  for  refining  its  hospital  grouping  methodology  and  for  conducting 
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had  to  voluntarily  roll  back  aggregate  revenue  increases  to  9.57%.  The  law 
empowered  the  Rate  Setting  Commission  to  roll  back  charges  in  each  region 
on  a  pro  rata  basis  if  the  regions  failed  to  make  the  roll  back  voluntari- 
ly. 

In  accordance  with  these  regulations,  hospitals  subnitted  Fiscal  Year 
1982  budgets  with  total  revenue  increase  requests  due  to  inflation  amount- 
ing to  10.82%,  thus  exceeding  the  9.57%  statewide  cap  by  1.25%  or 
$41,927,614.  The  following  table  shows  the  excess  requests,  by  region,  as 
compared  to  the  9.57%  cap. 


Region 

Requested  Increase  in 
GPSR  due  to  Inflation (%) 

Requested  Increase  in 
Excess  of  9.57%  Limit  ($) 

HSA  1 

10.23 

$2,616,799 

HSA  2 

10.43 

2,474,046 

HSA  3 

11.08 

2,468,702 

HSA  4 

10.65 

19,604,135 

HSA  5 

11.65 

7,657,002 

HSA  6 

11.75 

7,106,930 

STATE 

10.82 

41,927,614 

None  or  the  regions  were  able  to  voluntarily  roll  back  excess  charges 
and  consequently,   as   specified  in  the   law,   the  Rate  Setting  Commission 
rolled  back  excess  revenue  on  a  pro  rata  basis  in  each  region. 

After  rollbacks,  total  approved  Fiscal  Year  1982  Gross  Patient  Service 
Itevenues  under  the  Chapter  432  cap  increased  12.34%  from  Fiscal  Year  1981 
approved  levels.    This  increase  is  attributed  to: 


Inflation 

9.57% 

Non- Inflation  Items 

Volume 

.78 

Cost  Beyond  Control 

.725 

New  Services 

.30 

Transfers  of  Cost 

.08 

Capital 

.085 

Non- Inflation  Subtotal 

2.77 

TOTAL 

12.34 

Sixteen  hospitals  filed  for  administrative  relief  under  the  exception 
clause  of  the  regulations,    fifteen  under  the   2%  deficit  clause  and  one 
hospital  under  the  HEFA  feasibility  clause.     Criteria  were  developed  by 
Commission  staff  for  review  and  approval  of  the  exceptions.  Specifically, 
determination  was  made  of  the  following: 

o       Whether  the  hospital  sought  relief  for  the  exception  request 
from  their  Regional  Hospital  Council  at  the  time  of  im- 
plementation of  the  cap; 
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o       VJhether  the  hospital  requested  their  maximum  allowable  level 
of  GPSR  at  the  time  of  implementation  of  the  cap; 

o       Whether  the  hospital  attempted  to  reduce  the  projected  deficit 
through  internal  cost  savings  rather  than  by  an  increase  in 
revenue . 

The  Commission  granted  exception  relief  to  nine  hospitals,  eight  due 
to  a  deficit  in  net  revenue  equal  to  or  greater  than  2%  and  one  due  to  a 
hospital's  inability  to  meet  ndnimum  HEFA  feasibility  requirements.  The 
following  table  shows  the  approved  GPSR  under  the  1982  cap,  as  compared  to 
the  GPSR  approved  under  the  exception  clause. 


Hospital 

1982 
Approved  GPSR 

1982 
Exception  GPSR 

%  increase 

Brookline 

$  7,966,469 

$  8,470,857 

6. 

.    sJ  ^ 

Cape  Cod 

37,541,748 

44,217,558 

17. 

,8 

Huntington  General 

11,430,209 

12,400,691 

8. 

.5 

M.E.  Memorial 

39,341,041 

44,618,287 

13. 

.4 

Parker  Hill 

9,555,723 

10,475,000 

9. 

.6 

Sancta  Maria 

14,838,562 

15,116,238 

1. 

.9 

N.E.  Baptist 
St.  Luke's 

34,037,185 

34,628,420 

1. 

,7 

8,031,597 

8,498,028 

5. 

.8 

Charlton 

53,011,007 

59,412,583 

12. 

.1 

TOTAL 

$215,753,541 

$237,837,662 

10. 

,24% 

The  additional  revenue  approved  for  exceptions  amounted  to  approximately 
.6%  of  the  total  1982  approved  revenue  for  the  Commonwealth ' s  hospitals. 

4.  Data  Base 

Efforts  to  build  a  database  of  hospital  cost  reports  continued,  with 
the  last  FSC-401's  submitted  by  the  hospitals  for  the  Fiscal  Year  ended 
June  30,  1981  arid  the  first  RSC-403's  submitted  by  the  hospitals  for  the 
Fiscal  Year  ended  September  30,  1981.  The  scope  of  the  database  is 
comparable  to  that  of  the  previous  two  years;  roughly  5,000  variables  per 
hospital.  A  small  (154  variable)  database  was  created  from  1982  Chapter 
409  charge  control  submissions  for  research  purposes.  Inflation  data  was 
collected  and  computerized  for  the  88  variables  needed  to  compute  hospital 
bureau  inflation  factors. 

Studies  were  performed  for  both  internal  and  external  uses,  occasion- 
ally requiring  special  programming  but  usually  accomplished  by 
our  internally  developed  flexible  report  generator.  Other  main  programs 
were  modified  and  maintained,  including  the  post-audit  cost  allocation 
program,  the  Medicaid  rate  calculation  programs,  the  inflation  factor 
program,  and  Blue  Cross  reimbursement  programs. 

5.  Case  Mix 

The  Commission  had  determined  that  diagnostic  discharge  data  is 
essential  for  refining  its  hospital  grouping  methodology  and  for  conducting 
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other  interhospital  cost  comparisons .  Considerable  time  and  efiort  has 
been  expended  over  the  past  year  exploring  options  for  access  to  diagnostic 
discharge  data  on  all  acute  care  hospitals.  Initially  the  Commission 
relied  upon  the  Massachusetts  Health  Data  Consortium  to  provide  the  neces- 
sary access  to  these  data.  However,  when  it  became  apparent  that  the  Data 
Consortium  could  not  assure  adequate  access  to  meet  Commission  needs,  the 
Commission  adopted  Regulation  114.1  CMR  17.00  requiring  hospitals  to  submit 
case-mix  and  charge  data  directly  to  the  Commission  on  a  time  phased  basis. 

The  intent  of  this  regulation  was  to  make  two  important  sets  of 
hospital  data  available  to  the  Rate  Setting  Commission:  (1)  a  slightly 
modified  version  of  the  federally  designated  Uniform  Hospital  Discharge 
Data  Set,  and  (2)  patient  charges  in  order  to  improve  its  ability  to  carry 
out  groupings  analysis,  assess  individual  hospital  requests  for  costs 
beyond  control,  and  conduct  general  service  specific  cost  research  in  the 
hospital  section. 

The  Commission  has  called  tor  and  received  diagnostic  discharge  data 
from  all  Massachusetts  acute  care  hospitals  for  1978  and  1980.    Fiscal  year 

1982  marked  the  first  year  that  hospitals  were  required  to  send  case  mix 
data  to  the  Commission  in  the  required  format  on  a  quarterly  basis.  To 
date,  data  for  the  first  two  quarters  of  Fiscal  Year  1982  have  been  re- 
ceived by  the  Commission. 

In  Fiscal  Year  1981,  the  Rate  Setting  Commission,  in  partnership  with 
Blue  Cross  of  Massachusetts,  Inc.  and  the  Massachusetts  Health  Data  Con- 
sortium, was  awarded  a  three  and  half  year  grant  from  the  Health  Care 
Financing  Administration  amounting  to  approximately  $390,000  in  the  first 
year  to  support  the  joint  effort  of  these  three  organizations  to  develop 
and  implement  a  statewide  system  to  collect,  edit,  organize  and  disseminate 
integrated  hospital  case-mix  and  billing  data.    The  Commission's  "case-irix" 
regulation  formed  the  foundation  for  the  operation  of  this  federally  funded 
project.    Unfortunately  in  May  of  1982,  the  Health  Care  Financing  Admini- 
stration withdrew  financing  for  the  remaining  two  and  one  half  years  due  to 
a  shift  in  program  priorities.    However,  during  the  one  year  grant  period, 
twelve  pilot  hospitals  planned  systems  to  merge  the  hospital  case  mix  and 
billing  data  according  to  specifications  developed  by  the  project  partner- 
ship.   The  computer  software  for  processing  and  editing  the  integrated  data 
submissions  is  being  designed  and  will  be  available  by  the  beginning  of  the 

1983  Fiscal  Year. 

In  Fiscal  Year  1983,  the  Commission  will  collect  this  merged  patient 
case  mix  and  billing  data  on  a  quarterly  basis  for  processing  with  the 
software  developed  under  the  Health  Care  Financing  AdnrLnistratiori  grant. 

6.  Groupings 

The  Cliapter  409  legislation  required  the  Commission  to  group  hospitals 
into  peer  groups  for  purposes  of  comparing  their  base  costs.  The  Commis- 
sion is  cognizant  that  the  grouping  methodology  and  analysis  is  com- 
plicated and  has  been  carrying  on  an  extensive  research  and  development 
effort  in  this  area  for  approximately  two  years.  The  original  research 
yielded  eight  peer  groups  of  hospitals,  two  of  which  are  comprised  of 
community    hospitals.      Regulations    were    adopted    which    identified  the 
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hospital  groups,  the  procedure  for  calculating  the  costs  to  he  compared  and 
a  process  for  in-depth  audits  for  hospitals  identified  as  cost  outliers  in 
their  groups.     In  response  to  concerns  from  the  hospital   industry,  the 
Commission  agreed  to  postpone  any  financial  impact  of  groupings  dis- 
allcwanoes  for  one  year. 

In  Fiscal  Year  1982,  the  Commission  worked  to  refine  the  groupings 
methodology  to  respond  to  the  concerns  of  the  hospital  industry,  especially 
regarding  the  use  of  case-mix  data  as  an  important   factor  in  comparing 
hospitals.  The  case-mix  data  collection  effort  discussed  previously  was  a 
necessary  part  of  this  work. 


7.      The  Future;    Chapter  372  of  the  Acts  of  1982 
a.  History 

Under  Fiscal  Years  1979-1982  Chapter  409  regulations,  the  payment 
practices  of  the  various  cost-based  payors  affected  the  amount  of  gross 
patient  service  revenue  (GPSR)  a  hospital  could  generate.  This  was  a 
result  of  charge  control  regulations  that  allowed  each  hospital  to  set 
charges  to  the  level  sufficient  to  generate  revenue  equal  to  costs  not 
defrayed  by  reimbursement  from  cost-based  payors. 

As  discussed  in  the  previous  section,  the  adverse  effects  resulting 
from  differences  in  reimbursement  methodologies  of  the  various  cost-based 
payors  ultimately  resulted  in  a  legislated  hospital  revenue  cap  (Chapter 
540  of  the  Acts  of  1980)  which  also  established  a  Joint  Legislative- 
Executive  Commission  to  review,  study  and  develop  a  prospective,  uniform 
hospital  payment  system  for  implementation  in  Fiscal  Year  1982.  Chapter 
432,  of  the  Acts  of  1981,  established  an  additional  revenue  cap  and 
continued  the  activities  of  the  Joint  Legislative-Executive  Commission, 
directing  the  Commission  to  propose  recommendations  by  March  1,  1982  for 
any  draft  legislation  to  become  effective  in  Fiscal  Year  1983. 

Various  prospective,  uniform  payment  methodologies  were  developed  and 
discussed  during  Fiscal  Year  1981  and  1982.  Members  of  the  Joint  Commis- 
sion agreed  that  the  basic  components  of  any  Full  Payor  Participation  (FPP) 
System  must  include  the  following: 

1.  prospective  determination  of  costs  and  charges; 

2.  annual  budget  development,  review  and  approval; 

3.  uniform  definition  of  reasonable  financial  requirements; 

4.  payment  based  on  proportionate  share  of  total  hospital  charges; 

5.  incentives  to  contain  costs; 

Individual  FPP  proposals  were  advanced  by  Blue  Cross,  the  Massachu- 
setts Hospital  Association,  the  Life  Insurance  Association  of  Mass- 
achusetts, the  Business  Roundtable,  and  the  Rate  Setting  Commission.  No 
agreement  was  reached  on  any  proposal,   and  after  numerous  meetings,  the 
Joint  Legislative-Executive  Commission  voted  in  April  of  1982  to  disband. 

Independent  of  the  Joint  Commission,  Senator  Daniel  J.  Foley,  Senate 
Majority  Leader,    introduced  S.    495,    a   FPP  bill   developed  by   the  Life 
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Insurance  Association  of  Massachusetts  that  would  have  eliminated 
cost-shifting  onto  charge  payors  as  well  as  eliminated  the  cost  advantage 
previously  enjoyed  by  Blue  Cross  in  relation  to  the  charge  payors. 

S.  495  underwent  substantial  amendment  before  it  was  eventually 
brought  to  a  vote.  During  the  months  of  May  and  June  of  1982,  the 
Massachusetts  Business  Roundtable  held  frequent  negotiating  sessions  with 
ell  affected  parties  in  order  to  modify  the  bill.  Compromises  were  forged 
and  on  August  10,  1982,  the  bill  became  lav/,  effective  with  the  passage  of 
a  waiver  from  the  Health  Care  Finance  Administration  to  place  I-*2dicare  on 
the  new  reimbursement  system  known  as  Chapter  372.  On  September  13,  1982, 
the  Secretary  of  the  Department  of  Health  and  Human  Services  granted 
conditional  approval  for  the  Medicare  waiver,  final  approval  was  received 
on  the  night  of  September  30,  1982. 

The  following  is  a  summary  of  the  major  provisions  of  Chapter  372 
which  meet  all  of  the  criteria  advanced  by  the  Joint  Legislative-Executive 
Coranission. 


b.  Sumnary 

Chapter  372  is  a  unified  comprehensive  plan  of  reimbursement  for  all 
four  major  hospitals  payors:  Blue  Cross,  charge  payors  (commercial  insur- 
ers and  self -payors) ,  Medicaid  and  Medicare.  The  unifying  feature  is  the 
"basis  of  payment",  defined  as  the  total  reimbursable  costs  included  in  the 
basis  upon  which  Blue  Cross  payments  are  calculated  pursuant  to  Hospital 
Agreement  -  29  (HA-29)  and  any  successor  agreement  between  Blue  Cross  and 
acute  care  hospitals.  (Section  2  above  of  the  Hospital  Bureau's  report 
contains  a  description  of  the  major  elements  of  HA-29.)  Each  payor  pays  a 
portion  of  the  Blue  Cross  basis  of  payment  as  modified  to  include 
application  of  a  productivity  factor  and  other  adjustments  which  are 
different  for  each  payor.  A  payor's  portion  of  its  modified  basis  of 
payment  is  the  percentage  of  total  charges  attributable  to  patients  for 
whom  it  is  responsible 

c.  Payment  Methodologies 

Following  are  brief  descriptions  of  the  methodologies  governing 
payment  to  acute:  hospitals  under  Chapter  372: 

Blue  Cross 

In  each  year  that  Chapter  372  is  operative,  Elue  Cross  will  pay  its 
share  of  the  basis  of  payment  determined  according  to  the  then  existing 
contract  between  Blue  Cross  and  acute  hospitals,  reduced  by  the  appropriate 
productivity  factor  (see  section  d  below) .  Throughout  the  period  of 
legislation,  Blue  Cross  payment  is  determined  from  the  basis  of  payment 
multiplied  by  the  percentage  of  total  charges  attribuUible  to  Blue  Cross  in 
the  most  recently  completed  Fiscal  Year. 

Charge  Payors 
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Charge  payors  will  pay  the  prices  ("charges")  which  the  hospital  sets 
for  its  services.  Gross  patient  service  revenue  (GPSR)  is  the  sum  of  the 
charge  for  each  service  multiplied  by  the  number  of  units  of  service 
provided.  Under  Chapter  372,  the  Commission  will  determine  for  each  acute 
hospital  an  approved  GPSR  based  upon  the  hospital's  basis  of  payment.  The 
hospital  must  set  charges  so  that  approved  GPSR  is  not  exceeded. 

In  Fiscal  Year  1983  and  Fiscal  Year  1984,  approved  GPSR  will  be  the 
previous  year's  approved  GPSR  increased  by  the  percentage  increase  in  the 
basis  of  payment.  However,  for  Fiscal  Year  1983  the  percentage  rate  of 
increase  in  basis  of  payment  will  be  reduced  by  1.4  percentage  points. 
This  one  time  adjustment  will  reduce  the  differential  that  currently  exists 
between  Blue  Cross'  payments  which  have  been  cost  based  and  the  charge 
payors  who  have  been  paying  more  than  costs  because  charges  include  payment 
tor  bad  debt,  free  care  and  governmental  program  shortfalls.  This  provision 
will  reduce  the  average  statewide  differential  between  Blue  Cross  and  the 
charge  payors  from  approximately  10.4%  to  9.0%.  As  the  table  below 
indicates,  there  is  no  productivity  adjustment  for  charge  payors  for  the 
first  two  years  under  Chapter  372. 

Beginning  in  Fiscal  Year  1985,  approved  GPSR  will  no  longer  be 
calculated  using  the  prior  year's  approved  GPSR.  Instead,  approved  GPSR 
will  be  the  basis  of  payment  for  that  year,  reduced  by  the  appropriate 
productivity  factor  and  increased  by  a  fixed  differential.  The  fixed 
differential  is  to  be  determined  by  the  study  commission,   (see  section  f) 

Hospitals  with  a  Fiscal  Year  ending  June  30th  (generally  municipal 
hospitals)  will  lag  the  schedule  just  described  by  one  year. 

As  in  prior  fiscal  years,  hospitals  will  be  permitted  to  determine 
individual  charges  for  services,  provided  that  actual  GPSR  does  not  exceed 
approved  GPSR. 


Medicaid 

The  Massachusetts  Department  of  Public  Welfare  received  a  waiver  from 
the  Health  Care  Finance  Administration  to  allow  Medicaid  reimbursement  to 
be  established  according  to  the  provisions  of  Chapter  372. 

Under  Chapter  372,  Medicaid  peiyment  for  any  particular  year  will  be 
calculated  as  follows:  (1)  Medicaid  costs  for  that  year;  times  (2)  the 
appropriate  productivity  factor;  times  (3)  the  Medicaid  Payment  Ratio; 
times  (4)  the  percentage  of  the  year's  total  charges  which  are  attributable 
to  Medicaid.  Medicaid  costs  are  defined  as  the  basis  of  payment  determined 
according  to  the  hospital  agreement,  without  application  of  a  productivity 
factor,  exclusive  of  bad  debt,  free  care,  and  the  price  level  portion  of 
depreciation.  Free  care,  however,  is  included  in  the  Medicaid  basis  of 
payment  if  at  least  68%  of  a  hospital's  GPSR  is  attributable  to  any 
combination  of:  (1)  services  provided  to  Medicare  patients;  (2)  services 
provided  to  Medicaid  patients;  (3)  bad  debt;  (4)  free  care;  and  (5)  local 
and  state  government  subsidy. 
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The  Medicaid  payment  ratio  reflects  the  level  of  discount  historically 
enjoyed  by  Medicaid  relative  to  the  other  payors.     Once  calculated  for  a 
hospital,  the  ratio  remains  constant  for  the  duration  of  the  legislation. 
The  Medicaid  payment  ratio  is  determined  individually  for  each  hospital  as 
follows : 

1.  A  weighted  Fiscal  Year  1982  Medicaid  inpatient  per  diem  rate  of 
payment  is  calculated  from  Fiscal  Year  1982  Medicaid  rates  for 
adults  and  children,  newborns,  and  administratively  necessary 
days; 

2.  Fiscal  Year  1982  Medicaid  recognized  costs  for  inpatient  services 
is  calculated  by  multiplying  the  weighted  inpatient  per  diem  by 
total  patient  days  in  Fiscal  Y'ear  1982; 

3.  Fiscal  Year  1982  Medicaid  recognized  outpatient  costs  are  cal- 
culated by  multiplying  the  Fiscal  Year  1982  Medicaid  cost  to 
charge  ratio  by  total  outpatient  charges; 

4.  The  Medicaid  payment  ratio  is  calculated  by  dividing  the  sum 
of  inpatient  and  outpatient  recognized  costs  computed  above  by 
Fiscal  Year  1982  Medicaid  costs  (defined  above) . 

On  October  1,  1982,  the  Commission  promulgated  an  emergency 
regulation,  114.1  CMR  25.00,  which  establishes  interim  Medicaid  rates  of 
payment  for  the  period  October  1,  1982  -  March  31,  1983.  The  Commission 
will  promulgate  additional  regulations  which  will  govern  preliminary  and 
final  settlement  for  Fiscal  Year  1983. 

The  method  for  determining  the  Interim  Inpatient  Rate  for  Fiscal  Year 
1983  is  as  follows: 

1.  The  Medicaid  payment  ratio  is  calculated  as  discussed  above; 

2.  An  interim  Fiscal  Year  1983  Medicaid  inpatient  basis  of  payment 
is  calculated  by  multiplying  the  inpatient  Medicaid  cost  by  the 
Medicaid  payment  ratio  and  reducing  the  product  by  2%,  the  pro- 
ductivity factor  in  effect  for  Medicaid  during  Fiscal  Year  1983; 

3.  The  Fiscal  Year  1983  inpatient  per  diem  is  calculated  by  dividing 
the  interim  Fiscal  Year  1983  Medicaid  inpatient  basis  of  payment 
by  total  Fiscal  Year  1982  inpatient  days  multiplied  by  0.945. 

The  interim  Fiscal  Year  1983  outpatient  rate  will  be  a  hospital 
specific  percentage  applied  to  outpatient  charges  attributed  to  Medicaid. 

a.  Medicare 

The  Health  Care  Finance  Administration  agreed  to  Medicare  reim- 
bursement as  provided  in  Chapter  372  for  a  three  year  period  that  commences 
with  each  hospital's  Fiscal  Year  beginning  on  or  after  September  13,  1982. 

Medicare  payment  will  be  the  product  of  the  projected  Medicare  basis 
of  payment,  as  adjusted  by  the  appropriate  productivity  factor,  multiplied 
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by  the  percentage  of  total  charges  attributable  to  Medicare  patients.  The 
Medicare  basis  of  payment  is  defined  as  the  Blue  Cross  basis  of  payment  as 
adjusted  to  exclude  the  price  level  portion  of  depreciation,  malpractice 
insurance,  outpatient  renal  dialysis,  hospital-based  physician  services, 
skilled  nursing  and  home  health  services,  and  baa  debt  not  attributable  to 
non-payment  of  coinsurance  and  deductibles  by  Medicare  recipients.  The 
allocation  of  these  costs  excluded  from  the  Blue  Cross  basis  of  payment 
will  be  determined  according  to  present  Medicare  regulations. 

A  maximum  limit  for  reimbursement  of  free  care  will  be  established  as 
Medicare's  share  of  1.4  per  cent  of  the  total  statewide  Blue  Cross  basis  of 
payment.  In  addition,  a  maximum  statewide  liability  cap  for  Medicare  will 
be  established  at  1.5  per  cent  below  the  average  annual  Medicare  nationwide 
rate  of  increase  for  all  state  for  the  three  years.  If  Medicare's  actual 
payments  in  Massachusetts  are  less  than  the  maximum  liability  cap,  the 
difference  will  be  shared  equally  between  Medicare  and  Massachusetts 
hospitals.  If  it  is  greater,  the  hospitals  roust  absorb  the  additional 
cost. 

d.  Productivity  Factors 

In  addition  to  the  limitation  to  growth  in  hospital  expenditures 
embodied  in  the  Maximum  Allowable  Cost  provisions  of  HA--29,  Chapter  372 
provides  that  the  basis  of  payment  be  reduced  by  specified  percentages 
called  productivity  factors.  The  timetable  for  productivity  adjustments  to 
the  basis  of  payment  varies  according  to  payor  and  type  of  hospital, 
whether  municipal  or  non-municipal ,  as  indicated  below. 

FY  FY  FY  FY  FY  FY  FY 

Payor       1983  1984  1985  1986  .1987  1988  1989 

FY 


0/1-9/30 


Charge 

Payor  -  2%  2%  2%  1% 

Blue 

Cross  -  -  2%  2%  2%  1% 

Medicaid  2%  2%  2%  1%  1%  - 

Medicare  2%  2%  2% 

FY 
7/1-6/30 

Charge 

Payors  -  -  -  2%  2%  2%  1% 

Blue 

Cross  -  -  -  2%  2%  2%  1% 

Medicaid  -  2%  2%  2%  1%  1%  1% 

Medicare  -  2%  2% 
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Chapter  372  also  allows  any  group  of  acute  hospitals  to  develop  an  agree- 
ment whereby  the  productivity  factors  can  be  modified,  so  long  as: 

1.  the  productivity  factor  is  greater  than  zero  for  each  hospital, 
and, 

2.  aggregate  payment  by  all  payors  is  the  same  as  if  no  modified 
productivity  factors  were  applied  in  place  of  those  otherwise 
required  by  Chapter  372. 

e.  Hardship  Provision 

Chapter  372  provides  for  the  distribution  of  hardship  relief  to 
hospitals  experiencing  financial  difficulties .  The  funds  are  collected 
from  all  hospitals  be  assessing  a  maximum  of  0.5  per  cent  of  each  hos- 
pital's basis  of  payment  for  the  Fiscal  Year  ending  in  1983.  All  applica- 
tions for  this  relief  will  be  submitted  to  the  Massachusetts  hospital 
Association  by  January  1  and  July  1  of  each  Fiscal  Year.  Within  60  days, 
the  Massachusetts  Hospital  Association  will  submit  the  request  to  the  Rate 
Setting  Commission  for  approval  with  a  recommended  amount  of  relief. 
Hardship  relief  totalling  $17  million  is  expected. 


f .      Regulatory  Authority 
1.      Rate  Setting  Commission 

The  major  responsibilities  of  the  Commission  under  Chapter  372  are  as 
follows: 

a.  Approval  of  Charges; 

Review,  approval  and  modification  of  hospital  gross  patient 
service  revenues  in  each  Fiscal  Year  such  that  charges  time 
volume  equals  approved  GPSR; . 

b.  Establishment  of  Medicaid  rates  of  payment; 

c .  Compliance 

Adjustment  of  gross  patient  service  revenue  by  the 
percentage  amount  by  which  actual  revenue  in  the  preceding 
year  differed  from  the  amount  approved  by  the  Commission. 

Collection  of  the  financial  and  statistical  data  necessary 
to  ensure  compliance; 

d.  Cost  Reports 

Specification  of  standard  systems  for  determining ,  reporting 
and  auditing  costs  and  charges,  including  methods  of  cost 
and  revenue  allocation; 

e.  Grouping  of  Hospitals 
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Development  and  implementation  of  methodology  for  reasonably 
comparing  acute  hospitals  by  size,  services,  case  mix,  and 
other  criteria  for  purposes  of  reviewing  budgets; 

f.      Health  Planning 

Review  and  comment  on  all  capital  expenditure  projects  re- 
quiring a  Determination  of  Need,  including  the  least  cost 
alternative  of  providing  services,  financial  feasibility, 
impact  on  costs  and  charges  for  services,  and  the  avail- 
ability of  funds  for  capital  and  operating  needs. 

Consultation  with  state  agencies  and  Health  Systems  Agencies 
concerning  the  development  and  implementation  of  health 
policy. 

2.  Hospital  Policy  Review  Board 

Chapter  372  provides  for  the  continuation  or  the  Hospital  Policy 
Review  Board,  consisting  of  two  members  designated  by  the  Executive  Office 
of  Human  Services  and  nine  members  appointed  by  the  Governor.  The  Board 
maintains  its  oversight  responsibilities,  including  the  right  to  at  least 
sixty  (60)  days  prior  review  and  comment  on  any  proposed  rules  or  regu- 
lations of  the  Commission,  with  the  exception  of  those  promulgated  on  an 
emergency  basis.  Within  thirty  (30)  days,  the  Board  must  submit  written 
comments  to  the  Commission  recommending  approval,  disapproval  or  partial 
approval . 

3.  Study  Correriission 

Chapter  372  provides  for  a  three  member  study  commission,  consisting 
of  a  representative  of  Blue  Cross,  the  commericial  insurers,  and  a  member 
selected  by  mutual  agreement  of  the  other  two  members.  The  study  commis- 
sion will  institute  a  study  of  objective  methods  of  computing  the  percent- 
age differential  by  which  the  basis  of  payment  is  increased  to  establish 
approved  gross  patient  service  revenue  for  all  hospitals  from  Fiscal  Year 
1985  on.  A  final  determination  of  the  differential  must  be  made  by  July  1, 
1984.  The  differential  will  be  allowed  only  for  those  activities  and 
programs  which  result  in  quantifiable  savings  to  the  hospital  with  respect 
to  patient  care  costs,  bad  debt,  free  care,  or  working  capital  or  re- 
ductions in  the  payment  of  other  payors. 


B.     BUREAU  OF  I0NG  TERM  CARE 

Reimbursenent  System 

The  Bureau  of  Long  Term  Care  annually  sets  rates  of  reimbursement  for 
Long-Term  Care  and  Residential  Care  providers  of  services  to  publicly-aided 
patients,  Long-Term  Care  providers  are  defined  as  those  which  offer 
skilled  or  intermediate  levels  of  nursing  homes.  Residential  Care  provid- 
ers, or  rest  homes,  offer  custodial  care  which  excludes  all  but  a  minimum 
amount  of  nursing  services,  usually  on  a  consultant  basis. 
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The  method  of  reimbursement  used  for  Long-Term  Care  facilities  is 
retrospective,  in  that,  the  commission  establishes  a  per  diem  rate  for  each 
Long-Term  Care  provider  based  on  its  own  individual  and  historical  cost  as 
reported  with  a  cost  adjustment  factor  added  on.  Subsequently,  a  final  per 
diem  rate  is  established  on  a  calendar  year  basis  which  supercedes  the 
interim  rate  and  a  settlement  is  made  to  or  by  the  purchasing  agency. 

The  method  of  reimbursement  for  Residential  Care  facilities  had  been 
retrospective  until  January  1,  1982.  Effective  that  date,  Residential  Care 
providers  were  issued  prospective  per  diem  rates.  Prospective  per  diem 
rates  are  established  from  an  historical  cost  report  with  a  cost  adjustment 
factor  added  on.    However,  there  is  no  final  settlement. 

The  primary  purchaser  of  Long-Term  Care  and  Residential  Care  services 
is  the  Department  of  Public  Welfare  through  the  Medicaid  program.  Rates 
paid  by  the  Division  of  the  Blind  and  Veterans'  Services  are  also  based  on 
the  Commission's  rate  computations. 


Rate  Activity 

During  Fiscal  Year  1982,  the  Commission  certified  1,596  interim  and 
final  Long-Term  Care  rates.  In  addition,  Residential  Care  facilities  were 
placed  on  a  prospective  payment  basis  and  granted  a  4.5%  increase  effective 
January  1,  1982  and  another  4.5%  increase  effective  July  1,  1982. 

Both  the  enabling  statute  and  the  Commission's  regulations  provide  for 
a  petition  process  whereby  Long-Term  Care  providers  may  seek  an  adminis- 
trative adjustment  to  interim  per  diem  rates.  In  the  past,  special  relief 
to  providers  using  this  process  has  resulted  in  overpayments  creating 
collection  problems  for  the  Department  of  Public  Welfare.  In  adcition,  the 
relative  ease  of  obtaining  an  adjustment  encouraged  many  providers  to 
assert  the  existence  of  a  greater  need  than  existed.  To  reduce  this 
problem,  the  Bureau  of  Long-Term  Care  established  a  goal  of  attempting  to 
keep  the  interim  and  final  rates  as  close  as  possible.  By  doing  this, 
nursing  home  bankruptcies  could  be  diminished  and  eliminated.  A  tight- 
ly-controlled petition  process  is  a  key  to  keeping  the  interim  and  final 
rates  close.  In  addition,  a  higher  standard  of  review  for  petition  has 
reduced  the  number  of  petitions  which  had  to  be  processed.  In  Fiscal  Year 
1982,  sixty  petitions  were  processed  as  compared  with  132  and  112  in  the 
two  previous  fiscal  years,  respectively.  In  addition  to  the  normal  petition 
process,  there  were  two  other  perition  programs  that  added  significant 
activity  to  the  Bureau's  workload. 

In  the  previous  Fiscal  Year,  a  triage  program  was  established  to 
expedite  the  setting  of  interim  rates.  Briefly,  this  program  established 
three  groups  of  providers,  those  who  filed  cost  reports  by  March  31,  those 
who  filed  after  March  31  but  before  June  1  and,  finally,  those  who  filed 
after  June  1.  The  first  group  had  interim  rates  established  on  the  most 
recently  filed  cost  reports.  The  second  and  third  groups  had  interim  rates 
set  on  a  year  old  cost  report.  The  middle  group  which  constituted  the  vast 
majority  of  providers  was  granted  a  24%  cost  adjustment  factor  to  accommo- 
date the  lengthy  period  between  the  base  year  and  the  rate  year.  Early  in 
Fiscal  Year   1982,   the  Commission  established  a  special  program  by  which 
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providers  in  the  second  group  who  could  demonstrate  a  hardship  would  be 
allowed  to  prepare  and  file  their  own  rate  computations  and  receive  a  new 
rate  retroactive  to  July  1.  One  hundred  and  eight  (108)  providers  filed 
petitions  under  the  program  and  were  granted  rate  adjustments  of  an  average 
of  $1.75  per  day  or  $3,791,305  on  an  annual  basis. 

Another  petition  program  was  established  to  encourage  the  acceptance 
ot  Administratively  Necessary  Patients  from  hospitals  by  Long-Term  Care 
facilities.  These  patients  who  no  longer  required  hospital  treatment  but 
were  costing  the  Commonwealth  large  sums  of  money  at  hospital  rates  could 
only  be  moved  to  more  appropriate  levels  of  care  by  transferring  them  to 
Long  Term  Care  facilities.  In  part,  as  an  effort  to  properly  balance  the 
distribution  of  patients  but,  more  importantly,  to  realize  significant  cost 
savings,  the  Commission  granted  patient- specific  rates  of  120%  of  the 
regularly  computed  rate  to  nursing  homes  who  admitted  very  long-term 
Administratively  Necessary  Patients.  Forty-five  (45)  facilities  petitioned 
for  adjustments  under  the  program.  Some  eighty-two  (82)  very  difficult- 
to-place  patients  were  transferred  to  more  appropriate  levels  of  care. 
These  patients  came  from  thirty-one  (31)  hospitals  throughout  the  state. 
The  first  year  cost  of  this  program  was  $231  ,187  but  the  savings  at  the 
hospital  level  is  estimated  to  be  several  times  that  amount. 

AUDIT  ACTIVITY 

During  the  Fiscal  Year,  the  Bureau  significantly  increased  its  on- 
site  audit  activity.  Some  seventy-five  (75)  on-site  audits  were  conducted, 
which  is  more  than  double  the  previous  year.  In  addition,  in  a  response  to 
a  threat  of  administrative  sanctions  by  the  U.S.  Department  of  Health  and 
Human  Services  due  to  an  insufficient  number  of  on-site  field  audits 
in  prior  years  the  Department  of  Public  Welfare  undertook  an  auditing 
effort  to  preserve  continued  federal  funding  of  the  Medicaid  program.  The 
Department  contracted  with  two  public  accounting  firms  who  conducted  one- 
hundred  and  forty  (140)  on-site  field  audits  of  Long-Term  Care  facilities. 
The  use  of  public  accounting  firms  was  a  mixed  blessing.  While  they 
improved  the  number  of  on-site  audits  performed,  they  created  an  additional 
burden  on  Commission  staff.  The  contractors  were  unfamiliar  with  the 
industry  and  the  Commission's  regulations,  a  significant  amount  of  the 
Bureau's  staff  time  had  to  be  directed  to  assist  in  this  project.  Most  of 
the  submissions  made  to  the  Commission  were  not  supported  by  sufficient 
documentation  upon  which  to  act.  Many  submissions/audit  reports  had  to  be 
returned  to  the  contractor  for  more  analysis.  The  primary  reason  for  this 
is  that  state  statutes  provide  an  opportunity  for  providers  to  appeal  every 
rate  that  is  set.  Long-Term  Care  providers,  largely  proprietary,  are  very 
aggressive  in  this  area  and  appeal  even  minor  issues.  Field  audit 
adjustments  which  are  not  completely  documented  are  likely  to  be  overturned 
by  the  Division  of  Hearings  Officers  upon  appeal  hearing.  For  this  reason, 
a  very  few  of  the  contract  audits  have  been  certified  as  rates  by  the 
Commission. 

Legislation 

For  several  years,  the  Commission  has  sought  a  change  in  the  effective 
date  of  interim  rates  which  had  been  established  at  July  1  by  Chapter  6A  of 
the  General  Laws.     This  date  was  very  impractical   since  Long-Term  Care 
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providers  were  generally  unable  to  file  cost  reports  early  enought  for 
timely  issuance  of  interim  rates  by  the  Commission.  Because  of  this,  as 
well  as  the  need  to  have  substantially  all  cost  reports  processed  for  the 
application  ol  various  statistical  ceilings  and  incentives,  the  setting  of 
interim  rates  could  not  occur  until  well  after  the  statutory  date.  This 
necessitated  retroactive  billing  by  the  providers  and  duplicative  process- 
ing by  the  Department  of  Public  Welfare.  Chapter  776  of  the  Acts  of  1981 
changed  the  effective  date  of  interim  rates  from  July  1  to  October  1  of 
each  year.  This  simple  change  will  save  both  providers  and  the  Department 
of  Public  Welfare  very  substantial  sums.  As  part  of  the  transition  to  the 
new  effective  date,  the  Commission  issued  new  interim  rates  at  102%  of  the 
rate  in  effect  on  June  30,  1982.  This  transitional  rate  provided 
sufficient  cash  flow  to  the  industry  for  the  three  month  interim  period 
until  October  1,  1982. 

Another  legislative  act  which  impacted  on  the  Bureau  of  Long-Term  Care 
was  the  receivership  act.  Chapter  528  of  the  Acts  of  1981  provided  for  the 
appointment  of  a  Medical  Receiver  in  certain  crisis  situations  in  Long-Term 
Care  facilities.  The  legislation  required  that  the  Rate  Setting  Commission 
establish  regulations  for  ensuring  that  the  receiver  appointed  under  this 
statute  receive  reasonable  compensation.  Working  closely  with  the  Office 
of  the  Attorney  General,  the  Department  of  Public  Health  and  the  Department 
of  Public  Welfare/  these  regulations  were  developed,  proposed  and  promul- 
gated. 

Incentive  Program 

Incentives  are  tonuses  or  premiums  which  are  added  to  the  interim  and 
final  rates  for  providers  who  have  attained  sufficiently  high  scores  tor 
regulatory  compliance  at  the  Department  of  Public  Health  and  have  demon- 
strated relative  cost  efficiency  in  relation  to  their  peer  group.  In  its 
third  year  of  operation,  the  Long-Term  Care  industry  appears  to  have 
responded  extremely  well  to  this  program.  Scores  which  reflect  compliance 
with  health  regulations  have  risen  dramatically .  The  number  of  facilities 
participating  in  the  program  has  risen  from  246  in  fiscal  198C  and  269  in 
fiscal  1981  to  316  in  Fiscal  Year  1982.  During  Fiscal  Year  1982,  the 
Commission  made  some  modifications  to  the  program  in  the  area  of  overall 
utilization  ana  public  occupancy.  This  program  will  cost  $4,200,000  in 
Fiscal  Year  1983  but  has  resulted  in  measurable  improvements  in  patient 
care,  better  utilization  of  existing  licensed  beds  and  provided  a  clear 
incentive  to  reduce  operating  costs. 

Administrative  Improvements 

During  Fiscal  Year  1983,  a  system  of  allowing  providers  to  prepare  and 
submit  their  own  interim  rates  was  established.  Simplified  computation 
forms  and  instructions  were  developed  and  a  seminar  was  given  to  providers 
and  accountants .  Approximately  sixty  per  cent  (60%)  of  the  nursing  homes 
participated  in  this  program.  The  remaining  facilities  had  rates  computed 
by  Bureau  staff  in  a  similar  abbreviated  format  which  made  significant 
utilization  of  the  Bureau's  data  processing  resources.  As  a  result,  the 
interim  rate  process  was  accelerated. 
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In  order  to  obtain  more  precise  statistical  and  cost  allocations, 
additional  accounts  were  added  to  the  cost  reports  providers  submit 
annually.  In  addition,  a  detailed  Chart  of  Accounts  description  was  sent 
to  all  providers  so  that  reports  could  be  more  uniform  and  proper  reim- 
bursement assured. 

Liaison  was  established  with  the  Department  of  Public  Health  and  the 
Department  of  Public  Welfare  to  ensure  that  reimbursement  policy  and 
practices  support  the  health  care  and  program  goals  of  those  agencies.  A 
multi-agency  Pediatric  Nursing  Home  task  force  was  established.  Another 
task  force  was  created  for  Psychiatric  Nursing  Hones  and  a  pilot  project 
was  inaugurated  with  a  special  rate  component. 

Litigation 

The  Bureau  of  Long-Terra  Care  staff  continued  to  be  very  active  in  a 
wide  range  of  legal  activity  during  fiscal  1982.  Staff  assisted  the 
Attorney  Ceneral 1 s  Medicaid  Fraud  Control  Unit  as  technical  consultants  and 
witnesses  in  two  major  criminal  cases  which  resulted  in  the  incarceration 
of  several  individuals.  The  Bureau  staff  also  advised  the  Attorney  Gen- 
eral's Government  Bureau  and  served  as  expert  witnesses  in  the  U.S.  Bank- 
ruptcy Court.  Several  cases  were  settled  on  terms  which  were  favorable  to 
the  Commonwealth. 

Appearances  before  the  Division  of  Hearings  Officers  which  acts  as  an 
independent  administrative  court  for  the  purpose  of  hearing  rate  appeals, 
diminished  during  the  Fiscal  Year.  This  was  largely  due  to  several  admin- 
istrative improvements  made  in  prior  years  as  well  as  the  professional 
skills  of  the  Commission's  legal  counsel.  When  the  Commission  prevails  in 
such  cases,  as  it  frequently  does,  it  discourages  frivolous  appeals  and 
reserves  this  time-consuming  process  to  substantial  questions  of  law. 
During  the  Fiscal  Year,  195  appeals  were  processed. 

Special  Activities 

During  the  year,  the  Bureau  of  Long-Term  Care  continued  its  efforts  to 
keep  providers  and  accounting  practitioners  informed  of  new  developments 
and  policies.  Bureau  staff  participated  in  the  Massachusetts  Society  of 
Certified  Public  Accountants'  annual  Technical  Session  in  Long-Term  Care 
and  explored  several  new  issues  with  its  Rate  Setting  Commission  Liaison 
Committee.  Several  seminars  on  specific  topics  were  given  for  Continuing 
Education  credits  for  the  Massachusetts  Federal  of  Nursing  Homes  and  the 
United  Health  Organization. 

C.      Bureau  of  Community  and  Non- Institutional  Services; 
Introduction 

The  Bureau  of  Community  and  Non- Institutional  Services  establishes 
rates  for  a  wide  range  of  services  to  which  a  variety  of  rate  setting 
policies  and  methodologies  are  applied.  The  thirty -one  regulations  written 
and  maintained  by  the  bureau  encompass  ambulatory  health  care  services  in 
free  standing  settings;  individual  medical  and  surgical  services  provided 
by  physicians,   dentists,   and  private  duty  nurses;   home  care  provided  by 
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homemakers  and  home  health  aides;  supplemental  services  such  as  ambulance 
and  clinical  laboratory  services;  and  goods  and  services  supplied  by  retail 
medical  suppliers  ot  pharmaceuticals  and  durable  medical  equipnent. 

In  general,  the  work  of  this  bureau  is  directed  toward  services  which 
either  complement  or  serve  as  alternatives  to  inpatient  hospital  or  nursing 
home  care.  As  the  health  care  system  has  sought  to  become  more  responsive 
to  the  needs  of  individuals  and  has  created  other  options  to  traditional 
forms  of  care,  the  variety  of  programs  offered  in  community  and 
non- institutional  settings  has  increased.  Thus,  the  regulations  and 
contracts  administered  by  this  bureau  continue  to  grow  and  change  every 
year . 

The  primary  objective  of  the  bureau  is  to  establish  reimbursement 
rates  used  by  governmental  agencies  and  by  purchasers  under  the  Workmen's 
Compensation  Act  in  making  payments  to  eligible  providers  of  services  to 
publicly-aided  individuals  and  industrial  accident  patients.  In  so  doing, 
the  bureau  attempts  to  develop  methodologies  which  will  encourage  cost 
containment  while  at  the  same  time  providing  incentives  for  the  expansion 
of  those  services  which  state  policy  lias  emphasized  as  priorities. 

The  work  of  this  bureau  consists  of  two  major  efforts:  (1)  Research 
activities  which  are  geared  toward  developing  methodologies  used  in 
determining  rates  and  (2)  audit  activities  which  both  support  the  efforts 
of  the  research  staff  in  developing  methodologies  and  set  the  rates  in 
accordance  with  current  regulations. 

In  developing  rate  setting  methodologies  a  number  of  complex  issues 
must  be  taken  into  consideration.  One  of  the  most  difficult  is  the  rela- 
tionship between  costs  and  charges.  Data  on  the  actual  cost  of  delivering 
services  is  not  always  available  for  all  provider  groups  and  charge  data 
which  is  sometimes  more  readily  available  may  not  always  reflect  the  actual 
costs  of  delivering  services.  Even  when  cost  data  is  available  (as  for 
Community  Health  Centers,  home  health  agencies)  it  raises  problems,  as  the 
pass-through  of  all  costs  does  not  create  incentives  for  providers  to 
control  costs.  Thus,  in  setting  rates,  the  bureau  carefully  analyzes  the 
data  and  attempts  in  its  methodologies  to  provide  positive  incentives  for 
cost  control,  and,  where  indicated  by  state  policy,  the  expansion  of 
services . 

1 .      Types  oi  Rates 

The  rates  promulgated  by  the  bureau  usually  fall  into  three  categories 
-  flat  rates,  individual  rates,  and  variable  flat  fees. 

(a)    A  flat  rate  is  a  single  fixed  rate  applied  to  a  group  of  provid- 
ers regardless  of  specific  individual  costs  or  charges.  Every 
provider  covered  by  one  regulation  receives  the  same  rate  for  a  particular 
service.     The  rates  are  established  for  units  of  service  which  may  be  an 
hour,  a  session,  a  visit,  or  a  day. 

Many  variations  of  flat  rates  have  been  developed  to  meet  the  specific 
needs  of  different  provider  groups  and  of  different  state  purchasing 
agencies.  Regulations  for  community  services  which  use  flat  rate  metho- 
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dologies  include  free-standing  mental  health  clinics,  adult  day  care 
programs,  and  rehabilitation  clinics. 

For  non-institutional  providers,  a  flat  rate  is  most  often  employed 
because  of  the  large  number  of  these  practitioners  and  because  of  the 
homogeneous  nature  of  their  services  regardless  of  where  they  are  rendered 
or  by  whom.  Health  care  given  by  individual  practitioners  such  as  physi- 
cians, dentists,  audiologists ,  psychologists,  private  duty  nurses, 
chiropractors,  and  other  specialized  professionals  are  reimbursed  at 
fee-for-service  flat  rates.  For  those  providers  who  offer  a  combination  of 
professional  services  and  products  such  as  pharmacists,  prosthetists ,  and 
orthotists,  the  rates  generally  reflect  the  cost  of  the  product  plus  a 
mark-up,  or,  in  the  case  of  pharmacists,  a  dispensing  fee.  The  mark-up 
or  dispensing  fee  is  intended  to  cover  overhead  and  to  allow  some  margin  of 
profit  for  the  providers. 

In  setting  non-institutional  service  rates,  the  following  data  is 
reviewed  when  available:  usual  and  customary  charge  information  collected 
from  provider  organizations,  third  party  payors  and  other  governmental 
agencies;  Medicaid  rates  from  other  states;  and  federal  guidelines  and 
Medicare  data.     In  addition,  national  and  state  health  policy  is  examined 

for  reimbursement  implications. 

In  setting  rates  for  some  providers  this  year,  research  analysts  in 
the  bureau  designed  simple  economic  models  to  test  the  adequacy  of  rates. 
These  models  use  assumptions  about  the  necessary  costs  incurred  for  such 
variables  as  salary  and  overhead,  to  test  the  ability  of  the  rates  to  cover 
costs.  Data  from  which  the  assumptions  are  derived  are  gathered  from 
national  and  regional  studies  as  well  as  surveys  undertaken  by  the  Commis- 
sion. 

(b)  Individual  cost-based  rates,  unlike  class  rates  are  computed  on 
an  individual  provider  basis.  The  level  of  reimbursement  is  established 
after  the  allowable  costs  of  the  specific  provider  are  determined.  The 
methodology  for  an  individual  rate  provides  incentives  for  cost  containment 
by  building  into  it  limits  or  nujiimum  standards  on  such  variables  as 
overhead,  and  productivity.  Provider  groups  covered  by  regulations  that 
employ  this  cost-based  methodology  are  psychiatric  day  treatment  centers, 
home  health  agencies,  and  community  health  centers. 

The  advantage  of  such  a  methodology,  as  demonstrated  by  the  community 
health  centers  regulation,  is  that  it  allows  consideration  of  individual 
costs  and  program  components  which  set  a  particular  provider  group  apart 
from  other  provider  groups,  as  well  as  from  each  other.  Individual  rates 
recognize  the  utilization  of  different  inputs,  the  provision  of  varying 
levels  of  support  services,  and  the  existence  of  different  areas  of  effi- 
ciency. 

(c)  Variable  Flat  Fees  Each  of  the  two  types  of  rates  discussed 
above  have  inherent  disadvantages.  A  flat  rate  may  not  allow  for  diversity 
within  the  provider  group.  On  the  other  hand,  an  individual  cost-based 
rate  may  not  provide  incentives  to  control  costs  as  the  rate  will  decrease 
as  costs  decrease.    In  an  attempt  to  deal  with  these  issues,  the  bureau  has 
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looked  into  setting  "variable  flat  fees".  In  this  approach,  flat  rates  are 
assigned  to  sub  groups  within  a  provider  category.  This  approach  has  the 
advantages  of  the  rlat  rate  methodology ,  yet  still  allows  for  diversity 
within  a  provider  group.  The  first  attempt  to  use  this  methodology  was  in 
the  homemaker  regulation  which  was  adopted  last  year  and  continued  this 
year.  In  this  regulation  agencies  were  grouped  into  nine  categories 
according  to  volume  and  a  flat  rate  was  assigned  to  each  category.  The 
Bureau  has  been  working  to  extend  this  approach  to  other  regulations. 

2.  Regulations 

During  Fiscal  Year  1982,  thirteen  regulations  were  reviewed  by  the 
Commission  and  adopted.  Another  four  were  reviewed  and  as  of  June  30, 
1981,  were  awaiting  public  hearing  or  final  adoption.  Research  was  com- 
pleted on  an  additional  six  regulations  which  will  be  adopted  for  public 
hearing  in  Fiscal  Year  1983. 

Regulations  or  Amendments  Adopted: 

(a)  Home  Health  Agencies  -  114.3  CMR  3.00 

Extensive  research  was  undertaken  and  this  regulation  was 
completely  revised.  The  methodology  sets  individual  cost 
based  rates  with  incentives  for  increased  productivity  as  well  as 
penalties  for  excessive  overhead  costs.    A  productivity  standard 
for  nursing  care  visits  was  developed  and  a  cap  is  placed  en 
overhead  as  a  percentage  of  total  costs.    For  those  agencies 
whose  productivity  exceeds  the  standard  by  a  certain  amount  a 
mechanism  was  created  by  which  the  state  and  the  agency  could 
share  in  the  savings  created  by  increased  productivity  on  a  50-50 
basis. 

(b)  Community  Health  Centers  -  114.3  CMR  4.00 

The  basic  methodology,  which  allows  for  individual  cost-based 
rates  subject  to  utilization  norms,  overhead  caps  and  unit 
cost  ceilings,  was  not  changed.    Amendments  were  adopted, 
however,  which  changed  some  of  the  values  used  is  the 
methodology.    The  methodology  for  computing  the  supporting 
services  limit,  for  example,  was  changed  and  is  now  computed 
in  a  manner  similar  to  the  medical  ceiling.    Also,  the  pro- 
ductivity standard  was  decreased  to  4,200  units  per  FTE.  The 
cost  adjustment  factor  this  year  was  1.122  based  on  an  annual 
inflation  rate  of  8  per  cent  compounded  16  months. 

(c)  Outpatient  Tuberculosis  -  114.3  CMR  8.00 

An  analysis  of  the  costs  involved  in  delivering  these  services 
was  undertaken,  and  a  model  was  constructed  to  arrive  at  revised 
rates.    Rates  were  reduced  by  17-24  per  cent. 

(d)  Independent  Living  Services  -  114.3  CMR  9.00 

A  21.4  per  cent  increase  in  the  hourly  rate  of  personal  care 
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attendants  (from  $3.50  to  $4.25)  was  given  based  on  intensive 
research  which  took  into  consideration  the  functions  performed  by 
PCA's,  current  labor  market  conditions,  and  an  examination  of 
wage  scales  in  other  comparable  industries.  Ho  increase  in  the 
rates  for  the  individual  programs  was  given  at  this  time. 

(e)  Mult  Day  Health  -  114.3  OMR  10.00 

Based  on  the  most  current  Fiscal  Year  cost  information,  the  per 
diem  rate  was  increased  15.6  per  cent  (from  $16.00  to  $18.50) . 
The  calculation  of  this  rate  was  based  on  occupancy  standards, 
overhead  limitations,  and  cost  averages  representative  of 
industry  trends. 

(f )  Homemaker/Home  Health  Aide  -  114.3  CMR  11.00 

Extensive  research  was  undertaken  last  year  leading  to  the 
adoption  of  a  regulation  which  groups  agencies  into  nine 
categories  by  volume  and  a  rate  set  for  each  category. 
This  year,  the  basic  methodology  remained  the  same.    However,  the 
volume -re la ted  rates  were  increased  10.1  per  cent  to  reflect 
current  labor  market  conditions.    The  increase  was  based  on  an 
extensive  analysis  of  wage  and  benefits  actually  paid  to 
homemakers . 

(g)  Dental  -  114.3  CMR  14.00 

An  inflation  factor  of  6.2%  was  applied  to  Fiscal  Year  1981 
rates.    This  factor  was  derived  by  applying  various  inflation 
projections  to  cost  categories  derived  from  an  American  Dental 
Association  Survey  of  dental  practices  in  New  England. 

(h)  Vision  Care  -  114.3  CMR  15.00 

The  Vision  Care  regulation  establishes  rates  of  reim- 
bursement for  materials  (frames  and  lenses) ,  dispensing 
services,  and  examinations.    Five  percent  increases  in  material 
rates  were  granted  after  an  analysis  of  wholesale  prices  as 
contained  in  the  major  manufactures'  catalogs.    No  adjustment  in 
the  dispensing  fees  was  made  because  our  research  revealed 
that  Massachusetts  dispensing  fees  are  high  compared  to  fees  in 
other  states  and  that  the  hourly  rate  for  dispensing  ($52.20) 
exceeds  the  hourly  rate  for  examinations.    A  2%  increase  in  exam- 
ination rates  was  adopted  to  achieve  consistency  with  the  rates 
for  identical  procedures  performed  by  opthamologists  and  set 
forth  in  our  physician  regulation. 

(i)  Durable  Medical  Equipment  -  114.3  CMR  22.00 

Rates  for  this  regulation  include  the  cost  of  the  equipment  plus 
a  markup  which  is  a  percentage  of  the  cost.    The  regulation  was 
reviewed  and  the  methodology  left  unchanged. 

(j)    Hearing  Aides  -  114.3  CMR  23.00 
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This  regulation  includes  a  rate  for  dispensing  ot  hearing  aides 
as  well  as  a  rate  for  the  cost  of  materials.    The  dispensing 
fee  was  increased  by  17  per  cent.    The  cost  of  the  aid  was 
reduced  by  a  provision  which  assumes  a  10%  discount  irom  cost  of 
materials . 

(k)     Pharmacy  -  114.3  CMR  31.00 

An  extensive  research  project  was  undertaken  in  Fiscal  Year  1982 
which  involved  surveying  a  random  sample  of  212  pharmacies.  Cost 
reports  were  filled  out  by  these  providers.  Desk  audits  were  per- 
formed on  all  and  field  audits  on  a  sample.    The  data  collected 
from  this  survey  provided  us  with  an  in-depth  picture  of  the 
costs  involved  in  providing  pharmacy  services.    Based  on  this 
survey,  annual  expenditures  were  reduced  by  4.3%. 

(1)    Oxygen  and  Respiratory  Therapy  -  114.3  CMR  32.00 

Although  this  regulation  was  reviewed,  research  indicated  that  no 
rate  increase  was  justified  at  this  time,  as  the  current  rates 
compared  favorably  with  rates  paid  by  the  federal  government. 
In  addition,  analysis  of  the  costs  involved  in  providing  these 
services  showed  that  the  rates  are  adequate,  on  average,  to  cover 
costs.    A  schedule  of  percentage  markups  for  the  purchase  of 
respiratory  therapy  equipment,  similar  to  that  employed  in  the 
Durable  Medical  Equipment  regulation,  was  adopted. 

(m)    Audiology  -  114.3  CMR  33.00 

The  rates  were  derived  by  developing  a  model  using  assumptions 
about  productivity  and  overhead  and  costs  ot  providing  the 
service.    Assumptions  were  based,  in  part,  on  levels  of  support 
services,  and  the  existence  of  difference  areas  of  efficiency. 

Regulations  Awaiting  Public  Hearing  or  Final  Adoption  as  of  7/1/81 

(a)  Rehabilitation  Clinics  -  114.3  CMR  5.00 

A  survey  was  sent  to  rehabilitation  clinics  to  collect 
information  on  average  salaries  and  productivity.  This 
information  was  used  to  model  a  fair  rate  for  an  average 
efficient  provider.    The  results  of  this  survey  will  be  used 
to  revise  the  rates. 

(b)  Mental  Health  -  114.3  CMR  6.00 

A  major  research  effort  resulted  in  developing  service  specific 
rates.    Although  the  flat  rate  system  was  maintained,  for  the 
first  time  the  rates  reflect  costs  associated  with  specific  cost 
centers.    On  average,  the  proposed  rates  represent  an  average 
increase  of  20  per  cent  over  a  two  year  period. 

(c)  Chiropractor  -  114.3  CMR  28.00 
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The  proposed  regulation  adjustment  1980  rates  for  inflation. 
Office  visits  by  31  per  cent  and  radiology  procedures  increased 
by  5  per  cent. 

(d)     Renal  Dialysis  -  114.3  CMR  37.00 

After  a  review  of  current  reimbursement  practices  for  renal 
dialysis,  a  regulation  was  proposed  which  recommended  no  changes 
from  current  reimbursement  practices. 

Regulations  Undergoing  Revision  During  Fiscal  Year  1982 

(a)  Surgery,  Medical  and  Radiology  -  114.3  CMR  16.00,  17.00,  18.00 

A  lengthy  research  project  was  continued  which  will  lead  to 
a  total  revision  of  these  regulations  covering  physicians 
services  in  Fiscal  Year  1983.    An  economic  model  was  constructed 
which  will  be  used  to  develop  rates  which  more  accurately  reflect 
resource  costs. 

(b)  Restorative  Services  -  114.3  CMR  21.00 

Research  was  undertaken  which  examined  cost  increases  since 
1981.    Special  consideration  was  given  to  two  areas  of  pro- 
viders' concern:  the  rate  differentials  between  speech  path- 
ologists and  physical  therapists /occupation  therapists  and 
the  rate  for  speech  pathology  comprehensive  evaluation. 

(c)  Ambulance  -  114.3  CMR  27.00 

Cost  surveys  were  developed  and  sent  to  all  ambulance  and  chair 
car  companies  which  are  Medicaid  providers.    The  response  rate 
was  98%.    Desk  and  field  audits  were  performed  and  the  data  is 
currently  being  analyzed.    This  information  will  be  used  when 
the  new  regulation  is  developed. 

3.      Innovative  Programs 

Over  the  past  three  years  the  Bureau  of  Community  and  Non-Institu- 
tional ' s  (BCNIS)  activities  in  the  area  of  innovative  health  care  programs 
have  grown  considerably.  From  a  cursory  review  of  3  HMO  contracts  in  1979, 
these  activities  have  expanded  to  include  major  research  and  policy  devel- 
opment in  innovative  programs.  The  BCNIS  has  played  a  major  role,  not  only 
in  reviewing  contracts  as  they  come  in,  but  also  in  providing  technical 
expertise  to  other  state  agencies,  Blue  Cross  and  providers  as  they  try  to 
find  new  ways  of  reimbursing  health  care.  The  following  are  the  activities 
in  this  area  over  the  past  year: 

a.      Boston  Health  Plan 

The  Boston  Health  Plan  (BHP)  is  a  program  developed  at  Boston 
City  Hospital  to  provide  capitated,  comprehensive  care  to 
Medicaid  recipients,  the  near  poor  and  city  employees.    A  BCNIS 
research  analyst  worked  extensively  with  BHP  and  Medicaid  to 
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develop  a  contract  that  offered  financial  protection  to  both 
the  state,  consumers  and  BHP  and  that  represented  a  fair, 
reasonable  and  adequate  rate.    Extensive  financial  analysis  was 
done  on  the  Plan  Documents  and  a  large  amount  of  technical 
assistance  was  provided  to  both  BHP  and  Medicaid,  before  the  con- 
tract was  finally  approved. 

b.  Case  Management 

BCNIS  continued  to  provide  technical  assistance  to  the  Medicaid 
case  management  staff  as  well  as  to  review  and  approve  the 
contract.    Although  developed  by  an  actuarial  consultant  to 
Medicaid,  the  case  management  savings  formula,  when  reviewed 
by  our  staff  had  a  number  of  errors.    Numerous  corrections  in 
both  the  savings  formula  and  the  body  of  the  contract  were  made 
after  BCNIS  review. 

c.  Urban  Medical  Group 

Two  innovative  contracts  were  reviewed  by  staff.  These  contracts 
provided  case  managed  care  to  nursing  home  patients  and  the 
severely  disabled. 

d.  HMO's 

Four  HMO  contracts  were  reviewed  by  research  staff.    One  audit 
was  performed. 

e.  Coordinated  Home  Health  Care  (Blue  Cross) 

Blue  Cross  entered  into  pilot  contracts  with  40  home  health 
agencies  to  provide  coordinated  care  to  the  Blue  Cross 
population.    BCNIS  staff  worked  with  Blue  Cross  to  develop  the 
rate. 

f .  Long  Term  Care  Channeling  Grant 

The  Long  Term  Care  Channeling  Demonstration  Project  is  a 
nationally  funded  program  administered  by  the  Massachusetts 
Department  of  Elder  Affairs.    The  goal  of  this  program  is  to 
develop  a  coordinated  system  of  providing  social  support 
services  to  the  elderly  via  a  case  managed  approach.  Staff 
at  the  Commission  actively  participated  in  all  phases  of  the 
planning  and  was  instrumental  in  helping  the  Department  of 
Elder  Affairs  develop  a  cost-savings  formula  that  would 
provide  a  financial  incentive  for  the  project  site  to  deliver 
services  at  a  cost  less  than  the  federal  financial  cap  placed 
on  the  program. 

g.  Volume  Purchase  Contracts 

A  research  analyst  reviewed  two  volume  purchase  contracts  with 
Co-Optical,  Inc.  of  Sturbridge,  MA.  to  provide  eyeglass  frames 
and  lenses  to  publicly-aided  clients  of  the  Massachusetts 
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Department  of  Public  Welfare  and  Commission  for  the  Blind.  The 
Massachusetts  Department  of  Public  Welfare  staff  estimate  the 
savings  during  the  first  year  of  the  contract  to  be  approximately 
$1,127,000.    Preliminary  planning  to  expand  the  volume  purchase 
concept  to  other  types  of  medical  supplies  has  begun. 

h.  Hospice 

Blue  Cross  of  Massachusetts,  Inc.  is  currently  evaluating  six 
demonstration  projects  to  provide  hospice  services  to  terminally 
ill  patients  who  are  Blue  Cross  subscribers.    BCNIS  staff  parti- 
cipated in  the  development  of  provider  contracts  to  ensure  that 
payment  for  services  would  not  exceed  reasonable  cost  limits. 
Moreover,  staff  reviewed  these  contracts  to  determine  if  dupli- 
cative services  were  being  provided  (e.g. ,  home  health  care)  that 
Blue  Cross  already  paid  for  under  other  provider  agreements. 

i.  Commonwealth  Health  Care  Corporation 

BCNIS  staff  has  been  involved  in  review  of  preliminary  documents 
of  Commonwealth  Health  Care  Corporation,  a  program  designed  to 
provide  comprehensive  care  to  the  Medicaid  recipients  in  Boston. 

4.      Audit  Staff  Activities 

a.  Audits 

During  Fiscal  Year  1982  staff  conducted  518  desk  audits  and  59 
field  audits  for  the  following  provider  groups:  Community  Health 
Centers;  Community  Mental  Health  Centers;  Home  Health  Agencies; 
Homemaker  Agencies;  Psychiatric  Day  Treatment  Facilities, 
Ambulance  Companies  and  Pharmacies. 

b.  Rate  Calculations 

Under  the  Home  Health  Agency  regulation,  agencies  are  required 
to  submit  cost  reports  once  a  year.    Six  months  after  the  close 
of  each  agency's  Fiscal  Year,  staff  has  to  calculate  rates  of 
reimbursement.    This  regulation  also  has  an  administrative 
adjustment  section  as  well  as  a  management  initiative  provision. 
In  Fiscal  Year  1982,  167  rates  of  reimbursement  were  processed 
under  this  regulation.    The  audit  staff  also  set  rates  for  29 
community  health  centers,  145  homemaker  agencies  and  7  psychi- 
atric day  treatment  facilities. 

c.  Audit  Systems 

During  Fiscal  Year  1982,  the  audit  staff  refined  its  field  audit 
program  which  enabled  staff  to  increase  the  number  of  field 
audits  from  10  to  59  while  providing  for  a  consistent  approach 
to  the  audit.    The  audit  staff  also  provided  technical  input  in 
the  development  of  a  new  home  health  agency  regulation. 

Other  Activities 
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The  audit  staff  provides  studies  as  well  as  technical  assistance  in 
the  development  of  regulations.  Individuals  actively  participated  in  the 
design  of  the  following  regulations  by  compiling  and  verifying  the  accuracy 
of  data:  homemaker;  home  health  aids;  community  health  agencies;  community 
health  centers;  mental  health  centers;  rehabilitation  clinics,  pharmacy  and 
ambulance  providers. 

In  order  to  aid  providers  in  filling  out  cost  reports  and  under- 
standing the  rate  setting  process,  the  audit  staff  meets  with  providers  on 
an  ongoing  basis. 

5.  Contract  Review  and  final  Settlement 

In  addition  to  establishing  rates  and  writing  regulations.  The 
Bureau  reviewed  contracts  and  performed  audits  for  the  purpose  of  final 
settlement  between  Blue  Cross  and  various  providers  such  as  health  mainte- 
nance organizations,  pharmacies,  mental  health  centers,  detoxification 
facilities,  and  home  health  agencies.  It  also  participated  in  the  review 
of  contracts  between  governmental  units  on  the  Commonwealth  and  certain 
health  providers  such  as  HMO's  for  recommended  approval  or  disapproval  of 
suggested  rates  contained  therein.  During  FY  1981  contracts  were  approved 
between  Blue  Cross  and  mental  health  centers  (10) ;  pharmacies  (01) ;  detox- 
ification centers;  dialysis  providers;  suppliers  of  medical  equipment  (40) 
one  HMO;  and  5  hospices.  Contracts  were  approved  between  Medicaid;  and 
four  HMO's  and  one  case  management  site;  dental  case  management  sites;  and 
one  supplier  of  eyeglasses. 

6.  Other  Activities 

In  addition  to  their  Rate  Setting  Responsibilities  members  in  the 
Bureau  work  with  other  state  agencies  to  ensure  that  reimbursement  policy 
is  consistent  with  state  policy  for  the  provision  of  health  care  services. 
They  also  work  with  providers  to  interpret  Commission  policy  to  them  and  to 
receive  input  from  groups  who  are  subject  to  Bureau  regulation.  During 
Fiscal  Year  1981  staff  participated  in  the  following 

(a)  Mental  Health  Cost  Reporting  Task  Force  (chair) 

(b)  HMO  Task  Force  (chair) 

(c)  Advisory  Council  for  the  Homemaker /Home  Health  Aide  training 
cooperative  sponsored  by  U  Mass.  Medical  School  Gerontology 
Planning  Project  and  Ouinisigamond  Community  College 

(d)  Adult  Day  health  Services  Interagency  Committee 

(e)  Technical  Advisory  Committee  for  Dental  Case  Management  Program 

(f )  Long  Term  Care  Channelling  Grant  Advisory  Committee 

(g)  Transportation  Services  Task  Force 

(h)  Steering  Committee,  Commonwealth  Health  Care  Corporation 
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(i)    Birthing  Center  Task  Force 
Summary 

During  this  year  the  Bureau  has  undertaken  several  major  research 
efforts  and  has  totally  revamped  some  regulations  while  updating  others  on 
a  more  limited  basis.  Several  major  innovations  have  been  made  which 
provide  incentives  for  providers  to  control  costs.  Audit  systems  have 
continued  to  be  streamlined  with  the  aim  of  enabling  staff  to  concentrate 
on  field  audits.  As  Blue  Cross  and  Medicaid  continues  to  expand  their 
contracts  with  non-institutional  providers,  more  attention  has  been  paid  to 
developing  guidelines  for  approving  these  contracts  and  tying  them  into 
already  existing  rates  wherever  possible. 

D.      Bureau  of  Educational  and  Social  Services: 

The   Rate   Setting  Commission's   responsibility   for   setting   rates  of 
payment  for  educational  and  social  services  purchased  by  agencies  of  the 
Commonwealth  is  fulfilled  by  the  Bureau  of  Educational  and  Social  Services 
(BESS) .  BESS  develops  rates  for: 

—  Special  education  purchased  by  Local  Education  Authorities  and  the 
Department  of  Education  under  the  Chapter  766  and  750  special 
education  laws. 

—  Group  care  purchased  by  the  Department  of  Social  Services. 

—  Day  care  purchased  by  the  Department  of  Social  Services. 

—  Foster  care  purchased  by  the  Departments  of  Social  Services  and 
Youth  Services. 

—  Secure  detention  programs  used  by  the  Department  of  Youth  Services. 

Fiscal  Year  1982  Highlights 

Numerous  informational  and  procedural  changes  implemented  in  Fiscal 
Year  1981  were  expanded  during  Fiscal  Year  1982. 

An  example  of  the  continuation  of  efforts  to  improve 
communication  with  providers  is  the  multi-purpose  provider 
training  sessions  held  throughout  the  state  at  the  beginning 
of  Fiscal  Year  1982.    At  each  session,  regulations  applicable 
to  Fiscal  Year  1982  rates  were  explained;  particular  emphasis 
was  placed  on  the  changes  between  Fiscal  Year  1981  and  fiscal 
year  1982.    Additionally,  the  detailed  instructions  for  com- 
pleting Fiscal  Year  1981  cost  reports  were  reviewed;  program 
specific  questions  were  answered;  and  names  of  staff  members 
to  contact  with  future  questions  were  provided. 

Detailed  cost  report  screening  procedures  were  developed  not  only 
to  aid  current  staff  and  to  train  new  staff  but  also  to  enable 
providers  to  better  understand  reporting  requirements. 
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The  Bureau  of  Educational  and  Social  Services'  computer  cap- 
abilities began  with  the  programming  of  Fiscal  Year  1980  cost 
report  data  and  Fiscal  Year  1981  program  data.  Concurrently, 
computer  data  analysis  programs  were  designed  and  implerrtinted. 
As  a  result,  time  required  to  perform  cost  analyses  across 
programs  and  to  compare  staffing  structures  within  and  between 
operating  agencies  —  information  vital  not  only  to  BESS 
but  also  to  the  purchasing  agencies  —  is  greatly  reduced. 
Equally  important,  ground  work  has  been  laid  to  enable  the 
Commission  to  better  coordinate  fiscal  information  of 
multi-program  providers  with  rates  set  by  more  than  one 
Commission  bureau. 

Informational  bulletins  were  mailed  to  all  providers  clarifying 
the  Bureau  of  Educational  and  Social  Services'  policies  re- 
garding: 

1.  filing  requirements  for  providers  when  enrollment 
is  in  excess  of  operational  capacity; 

2.  depreciation  expense; 

3.  the  determination  of  reasonableness  of  administrative 
salaries; 

4.  the  Earnings  Factor  used  in  calculating  program  rates 
for  proprietary  operating  agencies. 

Following  the  early  February  appointment  of  the  Bureau  of  Educational 
and  Social  Services*  Director  to  directorship  of  the  Commission's  Hospital 
Bureau's  Chief  Auditor  was  appointed  Acting  Director,  then  Director  of  the 
Bureau. 

In  response  to  legislative  recognition  of  the  effect  of  Proposition 
2h  on  the  budgetary  process  of  cities  and  towns,  major  procedural  changes 
were  initiated  by  the  close  of  Fiscal  Year  1982. 

The  number  of  retroactive  rate  increases  due  to  Fiscal  Year  1983 
program  changes  to  be  negotiated  between  Chapter  766  providers 
and  their  Principal  Purchasing  Agency  has  been  reduced  by  en- 
couraging providers  to  submit  to  the  Commission  details  related 
to  their  anticipated  negotiation.    This  information  enables  the 
Commission  to  file  a  maximum  billable  program  rate  which  will 
be  retroactively  decreased  if:   (a)  the  Principal  Purchasing 
Agency  does  not  authorize  in  their  entirety  the  requested 
changes;  and/or  (b)  Commission  staff,  pursuant  to  applicable 
sections  of  Regulation  114.4  CMR  9.00,  disallows  a  portion  of 
the  costs  associated  with  these  requested  changes. 

The  number  of  Fiscal  Year  1984  Chapter  766  negotiated  retro£ictive 
rate  increases  will  be  minimal  as  a  result  of  procedures, 
effective  at  the  beginning  of  Fiscal  Year  1983,  which  strongly 
encourage  negotiations  for  prospective  program  changes.  For 
example,  during  Fiscal  Year  1983  a  provider  can  negotiate  with 
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the  program's  Principal  Purchasing  Agency  for  program  changes  to 
be  implemented  in  Fiscal  Year  1984. 

The  Commission  will  publish,  no  later  than  January,  1983,  Chapter 
766  program  rates  requested  by  their  respective  providers  for 
Fiscal  Year  1984.    Each  program's  Fiscal  Year  1984  rate  shall  be 
the  lower  of  the  provider  requested  rate  and  the  Commission  com- 
puted rate.    These  lower  rates  will  not  be  increased  during 
Fiscal  Year  1984  except  for  those  few  instances  in  which  a  pro- 
gram's financial  stability  is  severely  threatened  by  unantici- 
pated occurrences  such  as  the  need  to  repair  extensive  damage 
caused  by  fire  or  a  sharp  decline  in  enrollment  between  fiscal 
year  1983  and  Fiscal  Year  1984. 

Regular  schedule  was  established  with  the  Department  of 
Education  in  order  to  better  coordinate  the  separate  Commission 
and  Department  responsibilities  related  to  private  schools 
serving  Chapter  766  students. 

During  the  spring  of  Fiscal  Year  1982,  BESS  staff  also  initiated  an 
assessment  of  similarities  and  differences  between  information  needs  of  the 
Executive  Office  of  Human  Services  purchasing  agencies  and  BESS  with 
regards  to  provider  fiscal  information.  This  identification  of  common 
needs,  built  on  past  improvenents  in  the  quality  of  information  flowing 
between  the  Commission  and  the  purchasing  agencies,  will  result  in: 

1.  a  notable  reduction,  if  not  elimination,  of  duplication 
of  effort; 

2.  coordination  of  provider  submissions  to  the  purchasing 
agencies  and  to  BESS; 

3.  reduction  in  the  time  lag  between  purchasing  agency/ 
provider  negotiations  and  BESS  rate  development  and 
proposal . 

Additionally,  procedures  were  developed  to  meet  the  Comptroller's 
and    Executive   Office   of   Human    Services    requirement    that   BESS  propose 
standard  purchase  rates,   in  place  of  provider  sub-purchase  and  accommo- 
dations rates  during  Fiscal  Year  1983. 

Finally,  an  extensive  review  of  Regulation  114.4  CMR  5.00  was  initi- 
ated toward  the  close  of  Fiscal  Year  1982.  The  purpose  of  this  review  is  to 
determine : 

1.  the  scope  of  the  negotiating  flexibility  of  the  Purchasing 
Agency  —  Department  of  Social  Services  —  and  the  day 
care  center  providers  whose  maximum  allowable  rates  are 
governed  by  this  regulation; 

2.  the  need  —  or  lack  of  need  —  to  amend  the  regulation. 

BESS  continued  to  lack  field  audit  staff.    Although  continuing  im- 
provement in  communication  with  other  state  agencies  has  somewhat  mitigated 
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this  pressing  need,  the  agencies'  and  BESS'  differences  in  desired  audit 
scope  and  emphasis  understandably  impact  on  the  quantity  of  BESS  required 
information  produced  by  such  agency  audits. 

Rate-Setting  Methodology 

BESS  sets  four  types  ot  rates.     They  are  standard  purchase,  provider 
sub-purchase,  accommodations  and  day  care  center  rates.    All  four  are  pro- 
spective rates. 

1.    Standard  Purchase,  Provider  Sub-Purchase  and  Accommodations  Rates. 
The  rate-setting  process  is  identical  for  each  of  these  rate  types.  The 
differences  among  them  are  the  formulas  used  to  calculate  the  rate. 
The  formulas  wil]  be  described  presently.    The  common  process  is  described 
first. 

Each  rate  is  reviewed,  calculated  and  filed  annually.  Costs,  income 
and  enrollment  for  the  rate  year  (i.e.,  the  Fiscal  Year  following  the  year 
in  which  the  review  it  conducted)  are  projected  on  the  basis  of  costs, 
income  and  enrollment  reported  on  the  RSC-500  cost  report  for  the  base  year 
(i.e.,  the  Fiscal  Year  preceding  the  year  in  which  the  review  is  conduct- 
ed). For  example,  during  Fiscal  Year  1982  projections  for  the  rate  year 
Fiscal  Year  1983  wore  made  on  the  basis  of  costs,  income  and  enrollment  for 
the  base  year  Fiscal  Year  1981. 

The  first  step  of  the  projection  is  a  review  of  the  base  year  costs  to 
determine  which  are  reimbursable.  Costs  which  are  not  reimbursable  include 
disallowed  costs  (e.g. ,  costs  for  services  not  authorized  by  the  principal 
purchasing  agency,  bad  debt  expense  and  expenses  which  are  not  program 
related),  excess  cost  growth  (i.e.,  cost  increases,  other  than  those 
associated  with  approved  program!  changes,  in  excess  of  a  percentage  deter- 
mined by  the  Commission  each  year)  ,  and  expenses  which  are  offset  by 
unrestricted  income  or  income  restricted  to  program  purpose.  Next  a  cost 
increment  factor  is  applied  to  allowed  variable  costs  to  account  for  in- 
flation between  the  base  year  and  the  rate  year.  Finally,  an  adjustment  is 
made  for  any  previously  approved  changes  in  costs,  income  or  enrollment 
which  are  not  reflected  in  the  base  year  cost  report. 

After  the  rate  year  cost  projections  have  been  determined,  the  rate  is 
calculated  utilizing  a  formula  specific  to  each  rate  type. 

Standard  Purchase  Rates.  Most  of  the  rates  set  by  BESS  are  standard 
purchase  rates.  The  standard  purchase  rate  is  for  programs  which  provide 
services  directly  to  clients  and  for  which  there  is  no  advance  agreement 
regarding  the  number  of  service  units  the  state  agency  will  purchase.  It 
is  a  per  client  per  year  unit  rate  which  is  calculated  by  dividing  rate 
year  reimbursable  costs  by  base  year  enrollment.  In  addition,  a  per  diem 
rate  is  computed. 

Provider  Sub-Purchase  Rates.     Provider  sub-purchase  rates  are  set  for 
family  day  care  and  foster  care  programs.    Direct  services  are  sub-pur- 
chased by  a  central  operating  agency  from  individual  families  who  provide 
the  services  in  the  home.    The  central  operating  agency  provides  adndni- 
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strativc  and  support  services.  The  principal  purchasing  agency  agrees  to 
purchase  a  specified  portion  of  the  program's  capacity. 

Two  rates  are  calculated.  The  central  operating  rate  is  a  lump-sum 
annual  fee  paid  to  the  operating  agency  on  a  monthly  basis.  The  central 
operating  rate  is  egual  to  the  total  rate  year  re imbur sable'  costs  for  the 
centrally  provided  administrative  and  support  services  tines  the  percentage 
of  the  program  capacity  which  the  purchasing  agency  has  agreed  to  buy.  The 
sub-unit  rate  is  a  per  client  per  day  rate  which  passes  through  the  central 
operating  agency  to  the  sub-purchase  provider.  It  is  negotiated  by  the 
provider  and  the  principal  purchasing  agency  and  approved  by  the  Commis- 
sion. 

Accommodations  Rates .     Accommodations  rates  are  set  for  secure  de- 
tention programs  purchased  by  the  Department  of  Youth  Services.  The 
Department  of  Youth  Services  requires  that  the  space  be  available  at  all 
times  and  hence  agrees  to  purchase  the  entire  program. 

An  accommodations  rate  has  two  components.  The  uniform  rate  is  a 
monthly  lump-sum  rate  which  is  the  same  regardless  of  the  number  of  clients 
currently  being  served.  It  is  equal  to  total  rate  year  fixed  reimbursable 
costs  divided  by  rate  year  enrollment.  Fixed  reimbursable  costs  are  those 
which  do  not  vary  with  enrollment  while  variable  reimbursable  costs  are 
those  that  do.  The  usage  rate  is  a  per  diem  amount  determined  by  dividing 
the  rate  year  variable  reimbursable  costs  by  rate  year  enrollment.  It  is 
only  paid  for  those  clients  actually  receiving  service. 

Programs  not  previously  purchased  by  a  state  agency  go  through  an 
initial  rate  process,  if  it  is  a  new  program,  BESS  calculates  a  rate  using 
provider  developed  and  purchasing  agency  approved  costs,  income  and  enroll- 
ment projected  for  the  first  year  that  services  will  be  purchased  from  the 
program.  If  the  program  has  been  in  operation  for  a  year  or  more  prior  to 
a  state  agency  purchase,  the  projection  is  made  on  the  basis  of  a  cost 
report  in  a  manner  similar  to  that  of  projections  made  during  an  annual 
review . 

Once  a  rate  lias  been  set,  providers  and  purchasing  agencies  may 
request  a  rate  adjustment  in  one  of  four  ways:  error  amendment,  negoti- 
ations, administrative  adjustment,  or  appeal.  An  error  amendment  may  be 
requested  by  a  provider  or  purchasing  agency  whenever  it  believes  that  the 
regulations  and  procedures  governing  BESS  rate-setting  were  not  properly 
used.  Any  clianges  in  program  size  or  content  not  reflected  in  the  base 
year  costs  are  included  in  the  rate  following  the  completion  of  negoti- 
ations between  the  operating  agency  and  its  principal  governmental  purchas- 
ing agency.  Administrative  adjustment  is  the  process  by  which  a  provider 
or  purchasing  agency  may  request  adjustment  of  a  rate  between  annual 
reviews.  An  administrative  adjustment  may  be  requested  only  in  the  case  of 
unanticipated  non-discretionary  program  changes,  severe  changes  in  finan- 
cial condition  or  contracts  which  do  not  coincide  with  the  Fiscal  Year. 
The  process  followed  is  similar  to  that  of  negotiations.  If  the  operating 
agency  does  not  agree  with  a  Commission  approved  rate  developed  as  the 
result  of  the  annual  review,  error  amendment,  negotiation,  or  administra- 
tive adjustment  processes,  the  operating  agency  may  appeal  that  rate  to  the 
Division  of  Hearing  Officers. 
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2.  Group  Day  Care  Center  Rates.  This  type  ot  rate  is  for  day  care 
services  provided  in  day  care  centers.  Commission  regulations  define 
iriaximum  allowable  per  client  per  day  rates  for  various  components  of  day 
care  services  (e.g. ,  care  and  teaching,  administration  and  nutrition) .  The 
provider  and  principal  purchasing  agency  then  negotiate  a  rate  below  these 
maximums.  The  Commission  reviews  the  negotiated  rate  and  approves  it  if  it 
is  within  the  limits  of  the  regulations. 

E.    Bureau  of  Purchased  Services 

The  Report  of  the  Governor's  Managenent  Task  Force,  Massachusetts : 
The  80 's  and  Beyond,  urged  the  Commonweal th  to  strengthen  its  purchase  of 
service  system.  In  response,  the  Commission  established  a  new  bureau  at 
its  business  meeting  of  July  24,  1980.  The  Bureau  of  Purchased  Services 
assumed,  from  the  Office  of  the  Executive  Secretary,  responsibility  for  the 
administration  of  two  regulations,  14  CHSR  601  and  602,  governing  the 
determinations  of  rates  of  reimbursement  for  certain  social,  educational, 
rehabilitative  and  health  care  services  purchased  under  contract. 

Specifically,  the  regulations  govern  rates  from  programs  and  services 
not  covered  by  a  specific  rate  regulation  administered  by  any  of  the 
Commission's  other  bureaus.  The  preponderance  of  these  are  social  ser- 
vices, as  distinguished  from  health  care  services.  Most  health  services  are 
reimbursed  pursuant  to  specific  Medicaid  rate  regulations  administered  by 
other  Commission  bureaus. 

Originally,  the  rate  regulation  of  social  service  was  a  small  part  of 
the  Commission's  overall  responsibilities.  Under  its  original  jurisdic- 
tion, the  Commission  established  rates  for  certain  child  care  programs 
purchased  by  the  Departments  of  Education,  Public  Health,  Public  Welfare, 
Youth  Services,  and  the  Office  for  Children. 

However,  Section  12,  of  Chapter  1229,  of  the  Acts  of  1973,  expanded 
the  services  and  accommodations  for  which  the  Commission  would  be  responsi- 
ble. Effective  July  1,  1975,  the  Commission's  mandate  was  extended  to 
virtually  all  purchased  social,  rehabilitative  or  educational  services  not 
previously  subject  to  Commission  authority.  Included  in  this  change  were 
all  services  purchased  by  state  agencies  and  local  educational  authorities 
pursuant  to  Chapter  766,  of  the  Acts  of  1972,  the  special  education  law. 

In  1972,  the  Commonwealth  spent  approximately  $25  million  for  the 
purcliase  of  social  services.  In  the  Fiscal  Year  1983,  as  a  consequence  of 
the  deinstitutionalization  movement  and  a  trend  towards  the  purchase  (as 
distinguished  from  direct  delivery)  of  service,  the  Commonwealth  of 
Massachusetts  will  purchase  approximately  $350  million  of  social  services. 
As  a  result,  rate  setting  for  social  services  has  become  a  significant 
Commission  responsibility. 

Services  and  Vendors  subject  to  the  Commission's  authority  vary  along 
a  host  of  dimensions  - 

Purchasers  -  Seven  principle  human  services  agencies  ranging  in  size 
from  the  Department  of  Mental  Health  which,  in  1981,  spent  $65,000,000. 
through  approximately   400   contracts,    to  the  Office   for  Children,  which 
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spent   $3,000,000.    through  eighty-eight    (88)    contracts.    Purchases  by  the 
Department  oi  Education,  the  Secretariat  of  Elder  Affairs  and  the  Secre- 
tariat of  Communities  and  Development  are  also  subject  to  the  Bureau  of 
Purchased  Services'  review. 

Seivices  -  Purchased  social  services  range  from  information  and 
referral  to  intensive  community  residential  care  for  the  multiply  handi- 
capped retarded.  There  are  an  estimated  forty  (40)  discreet  program  types 
reviewed  by  the  Purchase  of  Service  Unit,  although  an  exact  count  has  been 
confounded  in  the  past  by  the  absence  of  a  meaningful  program  classifica- 
tion system  or  precise  program  definitions.  Typically,  purchased  programs 
are  tailored  to  the  unique  client  need  for  social,  educational,  protective, 
health,  mental  health,  and  developmental  services  or  any  conceivable 
combination  of  these. 

Vendors  -  The  vendors  range  in  size  from  small,  single  purpose  agen- 
cies to  large  and  sophisticated  multi-service  centers.  Some,  expressly 
created  to  serve  the  state,  depend  for  their  financial  survival  upon 
contracts  with  the  Commonwealth.  Other  old  line  social  service  agencies 
with  long  traditions  of  service  to  the  public,  derive  the  preponderance  of 
their  revenues  and  support  from  private  contributions  and  third  party 
payors . 

Purchase  of  Service  Regulations 

The  first  step  towards  strengthening  the  Commission's  role  in  the 
purchase  of  service  system  was  taken  on  July  24,  1980,  with  the  adoption  of 
major  revisions  to  regulations  adirdnistered  by  the  Bureau. 

The  original  subject  matter  of  14  CHSR  601  and  602  was  regrouped  and 
recodified  into  three  distinct  regulations;  one  governing  the  rate  of 
reimbursement  to  individual  health  or  social  services  consultants;  the 
second  governing  reimbursement  for  certain  contracted  health  and  medical 
services;  and  the  third  governing  rates  for  purchased  social  services. 
These  regulations  were  developed  with  the  cooperation  and  advice  of  the 
Provider's  Negotiating  Committee's  Standing  Task  Force  on  Rate  Setting. 
The  Provider's  Negotiating  Committee  (renamed  the  Provider  Management 
Forum)  brings  together  representatives  of  the  Commonwealth's  several 
purchasing  departments  and  representatives  of  several  vendor  associations 
under  the  joint  sponsorship  of  the  Commonwealth ' s  Executive  Office  of  Human 
Services  and  the  Massachusetts  Council  of  Human  Services  Providers. 

Consultant  Rates 

The  new  regulation,  114.5  CMR  5.00,  makes  explicit  the  authority  to 
approve  rates  of  consultant  compensation  once  implicit  in  14  CHSR  601.  The 
revisions  are  largely  technical  in  nature,  clarifying  the  Commission's 
authority,  procedures  and  informational  requirements. 


Contracted  Health  and  Medical  Services 
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The  revisions  incorporated  in  Regulation  114.5  GtoR  4.00,  represent  a 
significant  departure  from  past  Commission  policy  and  practice.  It  re- 
quires any  governmental  unit,  purchasing  health  care  service  under  written 
agreement,  to  submit,  (together  with  the  copy  of  such  agreement)  a  properly 
completed  contract  budget  on  a  prescribed  Commission  budget  form.  The  form 
is  an  aid  to  the  budgeting  process  because  listed  accounts  are  detailed,  in 
contrast  to  past  departmental  submissions  which  lacked  specificity  and, 
hence,  were  relatively  ineffective  for  program  budgeting.  The  budgets  are 
program  specific;  that  is,  purchaser  and  vendor  are  required  to  develop  a 
budget  which  expresses  the  total  annual  program  operating  costs  rather  than 
the  contract  costs  which  may  involve  fewer  sen/ice  units  than  are  offered 
by  the  program.  Ihis  innovation  will  cure  the  Commission's  earlier  diffi- 
culties in  assessing  true  costs  of  each  department  when  several  govern- 
mental units  purchase  the  services  of  a  single  program. 

Contracted  Sociai  Services 

114.5  CMR  3.00  governs  the  reimbursement  of  all  social,  educational 
and  rehabilitative  programs  for  which  no  other  bureau  administers  a  specif- 
ic rate  regulation.  The  recent  revisions  represent  a  significant  departure 
from  past  Commission  policy  and  procedure. 

Governmental  units  seeking  contract  approval  or  a  program,  rate  are 
required  to  submit  a  completed  program  budget  from  in  lieu  of  the  contract 
and  contract  budget  previously  submitted.  The  budget  is  a  Rate  Setting 
Commission  form  in  standard  accounts.  Initially,  when  several  departments 
purchase  services  of  a  single  program,  there  is  no  requirement  rliat  the 
purchasers  negotiate  jointly  or  simultaneously.  However,  each  budget  would 
indicate  the  proportion  of  total  expense  which  the  purchaser  proposed  to 
reimburse.  In  the  future,  joint  negotiations  to  vary  a  program  budget  will 
be  required  each  Fiscal  Year. 

At  the  end  of  the  first  Fiscal  Year  following  the  regulation's  prcmul- 
gation,  certain  vendors  were  required  to  report  the  actual  operating 
expenses  of  each  of  the  programs  it  sponsored  together  with  comparable 
information  for  the  operating  agency  as  a  whole.  The  cost  report  is  a 
standardized  document  having,  as  its  central  component,  a  universally 
applicable  chart  of  expense  accounts.  For  ease  in  analysis,  these  accounts 
are  arrayed  in  cost  centers,  each  cost  center  pooling  expenses  related  to  a 
major  programmatic  function  or  dimension,  for  example,  occupancy  or  direct 
care.  In  addition,  the  cost  report  is  used  to  collect  other  statistical 
information  of  interest  to  the  Commission  or  the  procuring  departments. 
The  cost  report,  adjusted  for  disallowed  costs  and  projected  into  the  next 
contracting  period  by  use  of  inflation  factors,  is  returned  to  purcliasing 
departments  for  use  as  a  base  budget  in  the  next  contract  submission.  This 
base  budget  is  subject  to  negotiation  between  the  purchasing  department  and 
the  vendor.  The  scope  of  such  negotiations  is  limited  to  the  prospective 
and  retrospective  recognition  of  costs  not  reflected  in  the  cost  report 
which  are  beyond  the  vendors'  control  or  which  result  from  changes  in 
program  content  or  utilization. 

Recent  Initiatives 


Page  56 


Over  the  last  year,  the  Bureau  of  Purchased  Services  has  focused  its 
efforts  upon  refining  the  regulatory  scheme  discussed  above  and  upon 
improving  the  quality  of  vendor /purchaser  financial  management  and  account- 
ability.   Specifically,  the  Bureau  has  completed  the  following  projects: 

Uniform  Reimbursement  Principles 

In  the  past,  the  rate  of  reimbur.sement  depended,  in  large  measure, 
upon  the  unique  principles  of  cost  accounting,  allowability,  exclusion  and 
allocation  administered  by  each  purchasing  governmental  unit.,  Vendors 
doing  business  with  more  than  one  of  the  Commonwealth 1 s  agencies  were  often 
reimbursed  at  widely  varying  rates  for  identical  services.  Compliance  with 
these  duplicative  and  conflicting  cost  accounting  and  reporting  require- 
ments proved  cumbersome  for  vendors.  The  lack  of  consistency  across 
pui chasing  agencies  undermined  efforts  at  expenditure  control  and  account- 
ability . 

Throughout  the  summer  and  fall  of  1981,  Commission  staff  worked  with 
the  Provider's  Negotiating  Committee's  Rate  Setting  Task  Force  to  develop 
uniform  reimbursement  regulations.  The  guiding  principles  in  the  develop- 
ment of  these  rules  were  cost  control  and  the  recognition  of  the  reasonable 
financial  requirements  of  a  stable  and  efficient  service  system.  Regu- 
lations 114.5  CMR  3.00  and  4.00  were  amended,  on  July  1,  1981,  to  incorpo- 
rate the  uniform  cost  principles. 

Program  Groupings 

One  of  the  most  complex  and  vexing  problems  confronting  the  Rate 
Setting  Commission  has  been  that  of  identifying  and  defining  program 
categories  in  a  logical,  consistent  and  mutually  exclusive  basis  so  that 
the  costs  of  social  services  programs  may  be  contrasted  within  and  across 
comparable  categories.  The  Bureau  of  Purchased  Services  has  developed  a 
tentative  program  classification  system  which  was  tested  by  requiring  its 
use  in  identifying  programs  in  all  submission  received  during  Fiscal  Year 
.1982.  The  classification  scheme  is  the  first  systematic  attempt  to  classi- 
fy social  service  programs  routinely  purchased  by  the  Commonwealth  along 
six  dimensions  affecting  the  program's  cost  structure.  Programs  are  grouped 
according  to  the  following  terms:  the  purchasing  and  billing  arrangement 
between  vendor  and  purchasing  governmental  unit;  the  manner  in  which 
program  services  are  organized  and  delivered;  and  the  primary  client 
condition  which  the  program  is  designed  to  alleviate,  client  age,  geograph- 
ic region  in  which  the  program  is  offered  and  population  density  of  the 
program's  location.  This  system,  with  further  refinement,  may  permit  the 
bureau  to  develop  specific  rate  regulations  tailored  to  unique  models  of 
social  service  delivery. 

Cost  Reports 

By  the  close  of  Fiscal  Year  1982,  the  Bureau  of  Purchased  Services' 
staff  had  completed  the  analysis  of  157  vendors*  cost  reports  representing 
approximately  200  state  purchased  programs.  This  analysis  resulted  in 
budget  adjustments  in  excess  of  $900,000.  At  current  staffing  levels,  the 
Bureau  of  Purchased  Services  is  able  to  review  only  a  small  fraction  of  the 
total  vendor  population,  roughly  12%.    If  staffing  levels  were  increased  to 
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permit  universal  cost  reporting,  at  least  $9  million  could  be  saved  in  this 
way  each  year. 

Moreover,  universal  cost  report  and  prospective  rate  setting  for  the 
Bureau  of  Purchased  Services'  providers  would  permit  substantial  additional 
savings  through  the  centralization  of  the  pricing  function  and  the  elimina- 
tion of  duplicative  and  inefficient  area  budget  negotiation. 

Class  Kates  for  Alcoholism  Programs 

The  Commission  has  long  maintained  that  the  passive  review  of  vendor 
prepared  budgets  or,  even,  the  active  establishment  of  individual  program 
rates  are  relatively  inefficient  methods  of  price  regulation.  Universal 
cost  reporting  coupled  with  a  sound  program  classification  system  ultimate- 
ly will  enable  the  Bureau  of  Purchased  Services'  staff  to  establish  class 
rates  for  all  categories  of  social  service.  A  "class  rate"  is  a  single 
rate  for  all  programs  within  a  class  which  is  based  upon  the  cost  structure 
of  the  industry  as  a  whole  but  which  -  unlike  individual  rates  -  does  not 
passively  incorporate  the  costs  of  any  particular  provider.  This  approach 
to  rate  setting  with  its  greater  accountability  and  ease  in  administration 
has  been  strongly  urged  by  the  Governor's  Management  Task  Force  among 
others . 

The  Commission  took  the  first  step  in  this  direction  in  July  of  1982 
by  adopting  a  new  regulation,  114.5  CMR  6.00,  setting  class  rates  for  the 
four  most  commonly  purchased  alcoholism  programs:  detoxification,  halfway 
houses,  counseling  and  driver  education. 

With  adequate  staffing  for  the  Bureau  of  Purchased  Services,  class 
rates  could  be  extended  to  other  social  service  programs. 

Training 

Many  social  service  vendors  are  small,  nonprofit  organizations  with 
limited  accounting  or  managerial  capacity  compared  to  their  counterparts  in 
the  health  care  market.  The  Commission  recognizes  that  the  financial 
reporting  to  be  imposed  by  the  new  purchase  of  service  regulations  will 
heavily  tax  the  record  keeping  resources  of  some  vendors.  Thus  the  CormLs- 
sion  has  broadened  its  commitment  to  building  the  accounting  and  managerial 
capacity  of  vendors  tlirough  several  initiatives.  The  Commission  has 
engaged  an  independent  accounting  firm  to  prepare  a  Standard  Social  Ser- 
vices Accounting  and  Reporting  Manual.  The  Manual  is  intended  for  use  by 
small  vendors  in  the  design  of  accounting  systems,  as  a  source  of 
technical  assistance  and  as  an  aid  in  completing  the  Eureau's  cost  reports. 

The  Bureau  of  Purchased  Services  has  also  conducted  extensive,  region- 
al training  sessions  to  familiarize  vendors  with  new  regulatory  re- 
quirements and  reports.    A  second  round  of  training  sessions  to  focus  upon 
cost  reporting  is  planned  for  the  fall  of  1982. 

Bureau  staff  are,  of  course,  available  at  all  times  to  respond  to 
vendor  inquiries  or  to  furnish  technical  assistance. 

Bureau  Operations 
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The  timing  ol  key  aspects  of  the  new  purchase  of  service  regulations 
reflects  a  deliberate  decision  to  'phase-in'  augmented  reporting  require- 
ments. Accordingly,  the  Bureau's  staff  is  expected  to  grow  in  the  coming 
year  to  keep  pace  with  the  increasing  workload. 

F.  Support  Units 

Bureau  of  Policy  and  Analysis 

With  the  evolution  of  each  line  bureau,  a  decision  was  made  to  trans- 
fer the  functions  and  personnel  of  the  Bureau  of  Policy  and  Analysis  to  the 
line  bureaus.  The  Conmission  felt  that  the  time  had  arrived  for  each 
bureau  to  direct  its  own  research  and  policy  development. 

G.  Office  ol  the  General  Counsel 

Legal  services  to  the  Commission  by  the  Legal  Bureau's  seven  staff 
attorneys  consist  principally  of  two  major  functions:  (1)  advising  the 
Commission  Bureau  Directors  and  individual  staff  members  concerning  the 
legal  ramif ications  of  proposed  actions  and  (2)  representing  the  Commission 
at  adjudicatory  hearings  conducted  by  the  Division  of  Hearings  Officers. 
The  purpose  of  these  hearings  is  to  determine  whether  particular  rates  for 
individual  providers  are  "fair,  adequate  and  reasonable"  within  the  meaning 
of  G.L.  c.  6A,  ss  31-48  and  cases  construing  that  statute.  In  addition, 
staff  attorneys  work  closely  with  their  colleagues  in  the  Attorney  Gen- 
eral's Office  and  with  counsel  from  other  Human  Service  Agencies  in  matters 
where  their  assistance  is  required.  Legal  staff  also  have  occasion  to 
contact  staff  attorneys  from  the  federal  Department  of  Health,  and  Human 
Services  (HIIS)  in  order  to  keep  abreast  of  developments  in  federal  law 
which  affect  the  work  of  the  Rate  Setting  Commission,  in  particular  devel- 
opments in  the  area  of  Medicaid  reimbursement  under  Title  XIX  of  the  Social 
Security  Act. 

General  Counsel  devotes  substantial  time  to  shepherding  regulations 
through  the  rule-making  process.  The  Commission's  rate  setting  methodolo- 
gies are  embodied  in  over  forty  regulations  taking  up  approximately 
four  hundred  and  fifty  pages  in  the  Code  of  Massachusetts  Regulations. 
Most  of  these  regulations  must  be  promulgated  annually.  Promulgation  is 
already  a  lengthy  process,  subject  to  the  time  requirements  of  the 
following  statutes  and  orders: 

1 .  Filing  with  Ways  and  Means,  Post  Audit  Committees  (G.L.  c.  6A,  s  32; 
paragraph  9) : 

The  Commission  must  file  a  copy  of  regulations  and  rates  with  the 
budget  director  and  with  the  House  and  Senate  Committees  on  Ways  and  Means 
and  the  Joint  Legislative  Committee  on  Post  Audit  and  Oversight. 

2.  Compliance  with  Administrative  Procedure  Act  (G.L.  c.  6A,  s  32) : 

Chapter  30A,  the  State  Administrative  Procedure  Act,  requires,  among 
other  things,  advertisement  and  a  minimum  21  day  notice  period  before  each 
public  hearing.  (The  Commission  allows  thirty  days  in  order  to  meet  the 
time  requirements  for  review  by  the  Commission's  Advisory  Council,  as  noted 
below. ) 


Page  59 


3.  Review  by  Advisory  Council  (G.L.  c.  6A,  s  32) ; 

This  section  established  an  advisory  council  composed  of  designees 
from  other  human  service  agencies,  representatives  of  provider  groups  and 
consumers.  Among  the  Advisory  Council's  powers  and  duties  is  "...  the 
right  to  at  least  sixty  days  prior  review  and  cortitient  on  any  proposed  rule 
or  regulation  of  the  Commission  or  any  of  its  bureaus,  with  the  exception 
of  regulations  promulgated  on  an  emergency  basis."  G.L.  c.  6A,  s  34 
further  provides  that  "the  Council  shall  be  notified  at  least  ten  days  in 
advance  of  any  public  meeting  or  hearing  scheduled  by  the  Commission  or  any 
of  its  bureaus." 

4.  Charge  Control  Review  by  Hospital  Policy  Review  Board  (G.L.  c.  6A, 
s  34; 

An  eleven  member  board  which  reviews  regulations  and  rules  pertaining 
to  the  Commission's  hospital  charge  control  program.  This  section  pro- 
vides, among  other  things,  that  "the  board  shall  have  the  right  to  at  least 
sixty  days  prior  review  and  comment  on  any  proposed  rule  or  regulation  of 
the  Commission,  except  for  rules  or  regulations  promulgated  on  an  emergency 
basis,  issued  pursuant  to  sections  thirty-seven  to  forty-six,  inclusive." 

5.  Executive   Order   #145:     Notice   to  Agencies   Representing  Cities  and 
Towns: 

Requires  another  14  days  notice  regarding  fiscal  impact  to  the  agen- 
cies named  therein  prior  to  commencement  of  notice  period  under  G.L.  c. 
3  OA. 

6.  Federal  Regulatory  Requirements  Unoer  Title  XIX  of  the  Social 
Security  Act: 

a.  Regulations  which  require  amendments  to  the  Commonwealth ' s 
"Medicaid  State  Plan"  must  be  submitted  during  the  quarter 
in  which  they  first  become  effective  to  the  Department  of 
Health  and  Human  Services.    The  Department  of  Public  Welfare 
(Single  State  Agency)  transmits  these  amendments  which  are 
prepared  with  the  assistance  of  counsel  from  both  agencies. 

b.  Federal  regulations  codified  at  42  CFR  447  set  forth  specific 
requirements  for  notice  of  any  change  in  the  method  or  level 
of  reimbursement  for  services  under  the  Medicaid  program. 

7.  Fiscal  Impact  Statement  to  be  Filed  with  Secretary  of  State  (Added  by 
Chapter  367,  s  43,  of  the  Acts  of  1978)  : 

Each  regulation  filed  with  the  Secretary  of  State's  office  must  be 
accompanied  by  a  fiscal  impact  statement. 

8.  Compliance  with  Regulations  of  the  Secretary  of  State's  Office  (G.L. 

c.  30A,  ss  5-6A  and  950  CHR  20.00): 

Each  regulation  must  be  typed  and  filed  according  to  rules  and  regu- 
lations strictly  enforced  by  the  Secretary  of  State's  office  to  ensure  that 
the  Code  of  Massachusetts  Regulations  is  uniform,  up-to-date  and  correct. 
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The  foregoing  legal  requirements  applicable  to  the  promulgation  of 
regulations  by  the  Commission  demonstrate  that  our  output  is  subject  to 
careful  scrutiny  by  a  broad  range  of  interested  parties,  including  several 
Committees  of  the  legislature. 

These  numerous  requirements  call  for  extraordinary  legal  and  clerical 
diligence  to  fulfill  the  steps  needed  to  make  a  regulation  effective. 

The  legal  staff  also  participates  in  the  research  and  drafting  of 
legislation  proposed  by  the  Commission  and  is  responsible  for  reviewing, 
analyzing  and  summarizing  legislation  filed  each  year  which  affects  the 
Commission  either  directly  or  indirectly.  The  General  Counsel  is  primarily 
responsible  for  coordinating  legislative  strategy  and  works  closely  with 
the  Commissioners,  Bureau  Directors,  other  agency  liaisons  and  analysts 
from  the  various  Legislative  committees  to  develop  and  explain  the  Com- 
mission's position  with  respect  to  each  piece  of  legislation  affecting 
rate-setting  functions . 

Legal  staff  advises  the  Commission  on  a  host  of  miscellaneous  matters, 
including  personnel  issues  with  legal  ramifications,  procedures  for  comply- 
ing with  requests  for  information  under  the  Commonwealth's  Public  Records 
statutes,  questions  arising  under  the  Administrative  Procedure  Act,  and 
matters  arising  from  the  exercise  of  the  Commission's  reviewing  authority 
under  G.L.  c.  176A,  s  5,  the  statute  which  establishes  the  Commission's 
authority  to  review  contracts  and  rates  of  payment  between  Blue  Cross  of 
Massachusetts,  Inc.  and  qualified  providers  of  health  care,  supplies  and 
services. 

During  Fiscal  Year  1981  the  Legal  staff  participated  actively  in 
advising  the  Commissioners  and  Bureau  Directors  on  such  matters  as: 

•  Legal  ramifications  of  proposed  uniform  hospital  reimbursement 
legislation; 

•  issues  arising  from  nursing  home  receiverships  and  bankruptcies, 
extensive  changes  to  regulations  governing  long  term  care 
providers ; 

•  response  to  cities  and  towns,  concerns  over  regulations  governing 
reimbursement  for  special  education  services  under  Chapter  766; 

©       ramifications  of  the  management  classification  bill  (Chapter 
669)  ; 

•  the  exclusivity  of  the  Commission's  jurisdiction  to  set  rates 
of  reimbursement  for  health,  educational,  social  and  rehab- 
ilitative services;  and 

o       host  of  issues  arising  from  the  implementation  of  Hospital 

Agreement  29  entered  into  by  Blue  Cross  of  Massachusetts,  Inc. 
and  individual  hospitals. 
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V 


a.  Courts 

The  Legal  staff  continued  to  work  closely  with  the  Attorney  General's 
Office  on  a  number  of  lawsuits  challenging  various  regulations  of  the 
Commission.  This  year  saw  the  conclusion  of  a  major  piece  of  hospital 
litigation:  Massachusetts  Hospital  Association  v.  The  Department  of  Health 
and  Human  Services,  et  al.  U.S.  District  Court  (District  of  Massachusetts) 
Civil  Action  No.  78-583-K.  The  Commission  and  the  Department  of  Public 
Welfare  were  co-defendants  along  with  federal  officials  in  this  broad 
challenge  to  the  validity  of  the  Commonwealth's  State  Plan  tor  reimburse- 
ment of  inpatient  hospital  services  under  Medicaid.  Hie  remaining 
claims  in  this  case  were  dismissed  in  August  of  1982  by  Judge  Robert  E. 
Keeton  on  the  ground  that  the  Omnibus  Reconciliation  Act  of  1981  rendered 
these  claims  moot. 

The  Superior  Court  ruled  favorably,  however,  on  the  plaintiffs'  motion 
for  summary  juagment  in  the  case  of  Addison  Gilbert  Hospital  v.  RSC, 
Suffolk  Superior  Court,  Civil  Action  Nos.  47202,  47606,  Hampden  No.  81-539, 
stating  that  the  method  employed  by  the  Commonwealth  to  reimburse  hospitals 
for  administratively  necessary  days  was  invalid  prior  to  August  13,  1981 
(the  date  of  the  signing  of  the  Omnibus  Reconciliation  Act) .  In  a  clarify- 
ing memorandum,  the  Court  explained  that  prior  to  August  13,  1981,  the 
change  in  methodology  required  the  prior  approval  or  the  Secretary  of 
Health  and  Human  Services.  The  Commission ' s  appeal  from  this  ruling  on 
summary  judgment  is  currently  pending. 

Finally,  the  Commission  notes  the  rendering  of  a  decision  by  the 
Supreme  Judicial  Court  in  the  case  of  Massachusetts  State  Pharmaceutical 
Association  v.  Mudarri ,  Civil  Action  Nos.  31885  and  35127  (August  9,  1982). 
The  decision  upheld  a  regulation  of  the  Commission  setting  dispensing  fees 
for  pharmacists,  among  other  things.  The  challenge  sought  to  invalidate 
the  regulation  on  a  variety  of  procedural  and  substantive  grounds.  The 
decision  also  invited  the  Division  of  Hearings  Officers  to  consider  again 
the  proper  scope  of  inquiry  into  a  class-based  rate  under  G.L.  c.  6A,  §32, 
36.  Hiis  decision  is  likely  to  have  far-reaching  implications  for  ail 
challenges  to  rates  or  regulations,  whether  brought  in  Superior  Court  or  at 
the  Division  or  Hearings  Officers. 

B.      Division  of  Hearings  Officers 

As  always,  most  of  the  work  of  the  Commission's  litigators  took  place 
in  the  context  of  appeals  by  individual  providers  at  the  Division  of 
Hearings  Officers. 

A  number  of  decisions  established  principles  of  administrative  law 
with  respect  to  the  Commission's  powers  in  setting  and  certifying  rates. 
See  for  example,  Bradley  Manor  v.  RSC,  HD-3904,  3905  affirming  the  Com- 
mission's power  to  correct  previously  determined  rates  which  are  erroneous 
and  Stadium  Manor  Nursing  Home  v.  RSC,  HD-3494,  affirming  the  Commission's 
power  to  correct  a  mistake  and  the  Commission's  authority  to  disregard  the 
reasonableness  of  a  contractual  arrangement  when  the  parties  to  the  con- 
tract are  related  parties  within  the  meaning  of  the  regulation.  The  case  of 
Springside  Nursing  Home  v. RSC,  HD-3731,  stood  for  the  proposition  that  the 
Commission  is  not  obJ  iged  by  G.L.  c.   6A,   s  32  to  reimburse  every  expense 
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incurred  by  a  provider  in  rendering  service.  The  decision  in  the  case  of 
Daystate  Hospital  Center  v.  RSC,  HD-2937,  HD-3074,  IiD-3576  resulted  in  a 
ruling  which  gave  the  Baystate  Hospital  Center  (an  entity  resulting  from 
the  merger  of  three  hospitals)  rate  relief  under  the  Medicaid  program 
arising  from  evidence  showing  significantly  shorter  patient  stays  after  the 
merger.  The  hospital  was  denied  relief  on  its  theory  that  the  rate  inade- 
quately accounted  for  increased  costs  due  to  changes  in  case  mix,  resulting 
in  so-called  "intensity"  costs  and  on  its  claim  for  a  "wage  parity"  adjust- 
ment. Finally,  the  decision  in  Claflin  Hill,  Worcester  and  Westside 
Nursing  Homes  v.  RSC,  HD-4364,  4365  and  4366,  respectively,  established  a 
number  of  rules  with  respect  to  reimbursement  of  long  term  care  providers. 
Among  the  rules  are  the  following:  (1)  late  charges  on  mortgage  payments 
are  uni'eimbur sable ,  as  are  interest  charges  on  late  payment  of  federal 
taxes,  (2)  expenses  which  have  not  been  paid  during  the  rate  year  are 
properly  disallowed,  (3)  G.L.  c.  6A,  s  35  authorizes  the  Rate  Setting 
Commission  to  inspect  the  books  and  records  of  a  related  party  during  the 
course  of  a  field  audit  and  (4)  imputed  interest  is  not  a  penalty  within 
the  meaning  of  the  federal  bankruptcy  act. 

Still  pending  before  the  Division  are  serveral  broad-based  challenges 
to  the  Commission's  regulations,  including  two  involving  the  methodology 
for  reimbursing  hospitals  for  administratively  necessary  days  (AND's).  The 
Commission  has  argued,  so  far  unsuccessfully,  that  the  Division  ought  not 
to  entertain  broad  challenges  to  the  Commission 1 s  rule-making  authority  and 
the  nanner  in  which  such  authority  is  exercised.  It  would  appear  from  the 
manner  in  which  the  Division  is  conducting  both  appeals  that  it  believes  it 
has  nearly  concurrent  jurisdiction  with  the  Superior  Courts  over  cases 
involving  regulations  of  general  applicability.  The  rulings  made  in  these 
cases,  and  in  another  pending  case,  Kelly  health  Care,  Inc.  v.  RSC, 
will  have  a  significant  effect  on  the  nature  and  scope  of  future  appeals  to 
the  Division  under  G.L.  c.  6A,  s  36. 

H.  Administration 

The  administration  of  the  day-to-day  operations  of  the  Commission  are 
directed  by  the  Executive  Secretary.  Included  in  this  activity  are  the 
following  services: 

1.     Information  Services 

Information  services  encompasses  a  wide  variety  of  activities  such  as 
data  gathering  and  preparation  of  written  reports  as  required  by  the 
Governor,  the  Executive  Office  of  Human  Services,  the  Executive  Gffice  For 
Administration  and  Finance, and  the  Legislature;  servicing  requests  for 
public  information  from  a  wide  variety  of  seekers  under  the  Freedom  of 
Information  Acts;  and  responding  to  inquiries  from  the  news  media.  This 
activity  includes  maintaining  an  inhouse  library  and  clipping  service  to 
keep  Commission  staff  abreast  of  the  latest  happenings  in  the  health  care 
industry  in  the  Commonwealth  and  in  the  nation. 

A  second  information  operation  is  a  subscription  service  instituted  to 
improve  the  flow  of  standard  requests  for  information  on  ongoing  Commission 
business.  For  an  annual  fee,  the  Commission  regularly  sends  subscribers 
information    on    public    hearings,    copies    of    proposed    and  promulgated 
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regulations,  minutes  of  meetings,  advisory  rulings,  and  a  copy  of  the 
annual  report.  The  service  eliminates  the  necessity  for  interested  parties 
to  be  in  constant  touch  with  the  Commission  in  search  of  this  information. 

The  Commission  also  maintains  an  Interested  Party  List  which  is  up- 
dated each  year.     Interested  parties  are  sent  notices  of  public  hearings. 

Although  the  Commission  continues  to  be  committed  to  employee  develop- 
ment and  growth,  it  reduced  its  direct  financial  commitment  to  continuing 
professional  education.  Budgetary  constraints  necessitated  the  elimination 
of  ongoing  C.P.E.  training  previously  provided  through  contract  with  a 
major  CP. A.  firm. 

2.  Personnel  Services 

The  personnel  services  unit  has  been  involved  in  a  major  project  of 
developing  a  meaningiul  performance  appraisal  system.  The  system  being 
developed  is  prospective  in  nature  and  will  involve  mutual  goal  setting 
with  periodic  review.  During  the  year,  two  significant  events  took  place: 
(1)  a  two  day  seminar  on  performance  appraisal  with  all  supervisors, 
managers  and  directors  participating.  The  second  activity  was  the 
establishment  of  a  performance  appraisal  development  committee.  The 
committee  was  composed  of  employees  from  each  of  the  bureaus,  management 
and  a  representative  from  the  National  Association  of  Government  Employees. 
The  Committee  developed  a  Performance  Appraisal  Handbook  with  guidelines 
for  understanding  and  effectively  implementing  the  Performance  Appraisal 
Program  in  each  work  area.  It  also  developed  an  evaluation  form.  The 
system  will  be  implemented  in  Fiscal  Year  1983.  Of  major  importance  to  the 
success  of  this  or  any  program,  is  the  necessity  for  full  assistance  from 
the  Commissioners.  Their  open  and  full  commitment  as  well  as  their 
encouragement  has  been  instrumental  in  moving  this  program  forward. 

Additionally,  the  Commission  maintains  a  strong  commitment  of  its 
Affirmative  Action  Goals  with  regular  postings  with  other  state  Affirmative 
Action  Officers,    advertising   and   contact  with  minority   centers   in  the 
Greater  Boston  Area. 

3.  Financial  Services 

Two  years  ago,  the  Commission  developed  a  revised  Statewide  Cost 
Allocation  Plan  for  reimbursement  by  the  Federal  Government  for  those 
administrative  functions  related  to  the  Medicaid  Program.  The  Plan 
allocated  the  Commission ' s  costs  first  by  bureau,  then  by  progrc'im  within 
each  bureau  (Medicaid  vs.  non-Medicaid) .  The  cost  of  all  support  services 
was  the  stepped-down ,  i.e.,  allocated  on  a  percentage  of  direct  dollars 
basis,  to  each  line  bureau.  The  plan  has  enabled  the  Commission  to 
increase  Federal  revenue  from  $230,699  in  1979  to  over  $653,450  in  Fiscal 
Year  1981.  This  Plan  is  now  being  used  by  a  growing  number  of  state 
agencies  in  developing  their  revenue  programs. 

III.  COORDINATION  OF  COMMISSION' S  RATE-MAKING  AUTHORITY  WITH  RULE-MAKING 
AUTHORITY  OF  OTHER  AGENCIES 
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a.  The   Commission   recognizes   the   importance   of   coordination  its 
rate-making  responsibilities  with  the  rule-making  responsibilities  of  other 
agencies.    The  Commission  has  established  at  least  three  goals  in  its  re- 
lationships with  other  agencies: 

1.  The  Commission  should  use  its  authority  to  assure  that 
standards  established  by  regulatory  agencies  can  be 
achieved,  or  at  least  that  Comndssion  regulations  do  not 
prevent  providers  from  complying  with  duly  established 
standards . 

2.  The  Commission  should  use  its  authority  to  support  program 
objectives  of  purchasing  agencies. 

3.  The  Commission  should  use  its  authority  to  complement  or 
support  the  regulatory  responsibilities  of  other  agencies 
and,  where  feasible,  help  to  enforce  regulatory  decisions 
made  by  the  competent  authority. 

b.  All  three  goals  characterized  in  the  Commission's  relations  with 
other  state  agencies  during  Fiscal  1982. 

1.      The  Commission  has  made  it  a  practice  to  assure  in  its 
regulations  that  a  provider  will  receive  adequate  reim- 
bursement to  satisfy  licensure  and  other  standards  prom- 
ulgated by  state  and  federal  agencies.    For  example,  Com- 
mission regulations  providing  for  cost-related  reimbursement 
to  institutional  providers  (specifically  hospitals,  long 
term  care  facilities,  and  child  care  agencies)  contain 
allowances  for  providers  to  receive  adjustments  in  excess 
of  established  rates  of  in  excess  of  cost  ceilings  contained 
in  the  pertinent  regulation  where  the  excess  costs  incurred 
are  a  function  of  licensing  standards,  whether  imposed  by 
the  Department  of  Public  Health  or  the  Office  for  Children. 

Within  this  general  objective,  however,  two  issues  emerge. 
First,  the  Commission  reserves  the  right  to  determine  the 
reasonableness  of  the  expense  incurred  in  satisfying 
licensing  requirements.  That  is,  it  feels  obliged  to  ask 
whether  the  amount  expended  by  the  provider  was  appropriate 
to  achieve  the  mandated  result.     In  this  context,  the 
Commission  usually  follows  the  accounting  policy  of  re- 
quiring that  the  expenditure  occur  before  allowing  it  to  be 
recoup led  in  reimbursement  rates.     In  this  way,  there  is 
greater  control  over  the  appropriateness  of  the  amount  of 
the  expenditure. 

The  second  issue  involves  the  capacity  of  the  licensing 
agency  to  conduct  inspections  to  provide  information 
necessary  to  support  an  adjustment  to  the  rate.  For 
example,  the  Commission's  regulation  on  long  term  care 
facilities  permits  adjustments  where  additional  nursing 
hours  are  needed  for  patients  in  Level  III  facilities. 
However,  unless  the  Department  of  Public  Health  has 
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sufiicient  manpower  to  inspect  Level  III  facilities 
and  certify  the  appropriate  level  of  nursing  needs,  the 
provider  will  not  have  an  adequate  basis  to  support  an 
adjustment  request.    Such  a  situation  highlights,  from 
the  Commission' s  point  of  view,  the  need  to  ensure  that 
regulatory  agencies  have  sufficient  resources  to  fulfill 
their  statutory  duties.    Only  on  this  basis  can  the  Com- 
mission responsibly  assure  that  rates  will  permit  providers 
to  satisfy  established  standards. 

(2)    The  Commission  does  not  consider  itself  an  agency  with 
direct  program  responsibilities.    Decisions  as  to  the  nature 
of  the  programi  purchased  from  providers  rest  with  the  pur- 
chasing agency,  whether  it  be  clinical  services  purchased  by 
the  Department  of  Public  Welfare  or  residential  treatment 
programs  supported  by  the  Department  of  Youth  Services.  The 
Commission's  responsibility  is  to  design  a  reimbursement 
methodology'  which  supports  and  furthers  the  program  ob- 
jectives of  the  purchasing  agency. 

In  this  role,  Commission  staff  necessarily  works  closely 
with  staff  of  the  purchasing  agency  to  understand  program 
intent  and  to  design  compatible  reimbursement  methodologies. 
Examples  of  the  often  very  close  and  continuous  relation- 
ships that  exist  are  the  collaborative  efforts  that  have 
produced  the  regulations  governing  Core  Evaluations  under 
Chapter  766  of  the  Acts  of  1972  (Special  Education) , 
pharmacy,  family  planning  services,  and  telemedicine ,  as 
well  as  change  in  the  Commission's  long  term  care  facility. 

3.    During  Fiscal  Year  1981,  the  Commission  maintained  its 
strong  responsive  relationship  with  other  agencies,  with 
providers  of  services,  and  with  consumer  oriented  organi- 
zations . 
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APPENDIX  A 
MASSACHUSETTS  RATE  SETTING  COMMISSION 
AMENDED* ,  EMERGENCY**  AND  NEW  REGULATION*** 
PROMULGATED  DURING  FISCAL  YEAR  1982 


Bureau  ot  Community  and  Non-Institutional  Services 

Adopted 


114. 

3 

CMR 

9.00* 

Independent  Livings  Services  for  the 
Severely  Physically  Disabled 

7/16/81 

114. 

3 

CMR 

3.00* 

Home  Health  Agencies 

7/16/81 

114. 

3 

CMR 

23.00* 

Hearing  Aid  Dealers 

8/13/81 

114. 

3 

CMR 

33.00* 

Audiological  Services 

9/3/81 

114. 

3 

CMR 

32.00* 

Rates  for  Oxygen  and  Respiratory 
Therapy  Equipment 

9/17/81 

114. 

CMR 

15.00* 

Vision  Care  and  Opthalmic  Materials 

10/6/81 

114. 

3 

CMR 

3.00** 

Home  Health  Agencies 

11/5/81 

114. 

3 

CMR 

8.00*** 

Outpatient  Tuberculosis  Control 

12/29/81 

114 . 

3 

CMR 

10.00* 

Adult  Day  Health  Services 

12/31/81 

114. 

3 

CMR 

3.00* 

Home  Health  Agencies 

1/14/82 

114. 

3 

CMR 

14.00*** 

Dental  Services 

2/25/82 

114. 

3 

CMR 

4.00* 

Rates  for  Community  Health  Centers 

3/11/82 

114. 

3 

CMR 

3.00** 

Home  Health  Agencies 

5/20/82 

114. 

3 

CMR 

11.00 

Homemaker/Home  Health  Aide  Services 

5/20/82 

114. 

3 

CMR 

22.00* 

Durable  Medical  Equipment  and 
Orthotic  Devices 

6/3/82 

114. 

3 

CMR 

31.00* 

Prescribed  Drugs 

6/3/82 

114. 

CMR 

3.00* 

Home  Health  Agencies 

6/30/82 

Bureau  of 

Educational  and  Social  Services 

114. 

4 

CMR 

9.00*** 

Accommodations,  Standard  Purchase  and 
Provider  Sub-Purchase  Programs 

7/30/81 

114. 

4 

CMP. 

5.00* 

Day  Care  Center  and  Protective  Day 

7/30/81 
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Care  Programs 


314.4  OMR  9.00* 


Accommodations,  Standard  Purchase  and 
Provider  Sub-Purchase  Programs 


Bureau  of  Long  Term  Care  Facilities 


114.2  CMR  2.00* 


114.2  CMP.  2.00* 


114.2  CMR  2.00* 


Rates  of  Payment  to  Long  Term  Care  ana 
Resident  Care  Facilities 

Rates  of  Payment  to  Long  Term  Care  and 
Resident  Care  Facilities 

Rates  of  Payment  to  Long  Term  Care  and 
Resident  Care  Facilities 


Bureau  of  Purchased  Services 

114.5  CMR  6.00***      Rates  for  Certain  Alcoholism  Programs 
Bureau  of  Hospitals 
114.1  CMR  3.00* 


114.1  CMR  6.00* 


114.1  CMR  13.00** 


114.1  CMR  6.00** 


114.1  CMR  4.00* 


114.1  CMR  13.00* 


114.1  CMR  6.00* 


114.1  CMR  20.00** 


Prospective  Inpatient,  Outpatient  and 
Well-Newborn  Rate  Determination 

Inpatient,  Outpatient  Industrial 
Accident  Rate  Determination 

System  for  Review  and  Approval  of  Fiscal 
Year  1981  Hospital  Charges  and  New  Charges 
for  Hospitals  with  Fiscal  Years  Which 
Commence  Between  September  1,  1980  and 
October  31,  1980 

Inpatient,  Outpatient  Industrial 
Accident  Rate  Determination 

Regulations  Governing  the  Determination 
of  Reasonable  Operating  Costs  and  Ex- 
clusions for  Third  Party  Reimbursement 
to  be  followed  in  the  Preparation  of 
Rate  Setting  Commission  Reporting  Forms 

System  for  Review  and  Approval  of  Fiscal 
Year  1982  Hospital  Charges  and  New 
Charges  for  Hospitals  with  Fiscal  Years 
Which  Commence  Between  September  1,  1981 
and  October  31,  1981 

Inpatient,  Outpatient  Industrial 
Accident  Rate  Determination 

System  for  Review  and  Approval  of  Fiscal 
Year  1981  Hospital  Charges  and  New 


4/22/82 

2/25/82 
3/11/82 
3/25/82 

6/30/82 

10/6/81 
10/6/81 
10/7/81 


10/7/81 
12/31/81 


12/31/81 


12/31/81 


12/31/81 
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114.1  CMR  23.00* 


114.1  CMR  3.00* 
114.1  CMR  5.00* 


114.1  CMR  4.00* 


114.1  CMR  21.00* 


Charges  for  Hospitals  with  a  Fiscal  Year 
Beginning  after  November  1,  1980 

System  for  Review  and  Approval  of  Fiscal  1/14/82 
Year  1982  Hospital  Charges  and  New 
Charges  for  Hospitals  with  a  Fiscal  Year 
Beginning  after  December  31,  1981 


2/25/82 
2/25/82 

3/25/82 


Prospective  Inpatient,  Outpatient  and 
Well  Newborn  Rate  Determination 

Rates  of  Payment  to  Health  Care  Facilities 
Operated  by  the  Department  of  Public  Health, 
Department  of  Mental  Health,  Counties  of 
the  Commonwealth  and  Soldiers'  Homes. 

Regulations  Governing  the  Determination 
of  Reasonable  Operating  Costs  and 
Exclusions  for  Third  Party  Reimbursement 
to  be  followed  in  the  Preparation  of 
Rate  Setting  Commission  Reporting  E'orms 


System  for  Review  and  Approval  of  Fiscal  6/16/82 
Year  1983  Hospital  Charges  and  New 
Charges  for  Hospitals  with  Fiscal  Years 
which  Commence  between  June  1,  1982  and 
August  31,  1981 


Page  69 


APPENDIX  B 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
PUBLIC  HEARINGS  HELD  DURING  FISCAL  YEAR  1982 


DATE 

July  7,  1981 
July  7,  1981 
July  24,  1981 

July  29,  1981 
August  31,  1981 

August  31,  1981 

August  31,  1981 

October  29,  1981 

November  30,  1981 
November  30,  1981 


REGULATION 
114.3  CMR  23.00 
Hospice  Agreements 
114.3  CMR  32.00 

114.3  CMR  33.00 
114.1  CMR  3.00 

114.1  CMR  6.00 

114.3  CMR  15.00 

114.3  CMR  8.00 

114.3  CMR  10.00 
114.1  CMR  23.00 


November  30,  1981      114.1  CMR  13.00 


November  30,  1981      114.1  CMR  6.00 


November  30,  1981      114.1  CMR  3.00 


REGULATORY  FOCUS 


Hearing  Aid  Dealers 


Rates  for  Oxygen  and 
Respiratory  Therapy  Equipment 

Audio logical  Services 

Prospective  Inpatient,  Out- 
patient and  Vfe  11 -Newborn  Rate 
Determination 

Inpatient,  Outpatient  In- 
dustrial Accident  Rate 
Determination 

Vision  Care  and  Optlialmic 
Materials 

Outpatient  Tuberculosis 
Control  Services 

Adult  Day  Health  Services 

System  for  Review  and  Approval 
of  Fiscal  Year  1982  Hospital 
Charges  arid  New  Charges  for 
Hospitals  with  a  Fiscal  Year 
Beginning  after  December  31, 
1981 

System  for  Review  and  Approval 
of  Fiscal  Year  1982  Hospital 
Charges  and  New  Charges  for 
Hospitals  with  Fiscal  Years 
which  Commence  between 
September  1,  1981  and  October 
31,  1981 

Inpatient,  Outpatient 
Industrial  Accident  Rate 
Determination 

Prospective  Inpatient,  Out- 
patient and  Well-Newborn  Rate 
Determination 
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November  30,  1981      114.1  CMR  4.00 


December  1,  1981        114.2  CMR  2.00 


December  2,  1981       114.1  CMR  3.00 


December  2,  1981       114.1  CMR  5.00 


January  4,  1982         114.3  CMR  14.00 
January  29,  1982        114.3  CMR  5.00 
January  29,  1982       114.3  CMR  4.00 


March  5,  1982 
March  22,  1982 

April  13,  1982 

May  3,  1982 
May  12,  1982 


114.3  CMR  22.00 

114.4  CMR  9.00 

114.3  CMR  11.00 

114.3  CMR  31.00 
114.1  CMR  21.00 


May  12,  1982 


114.1  CMR  4.00 


Regulations  Governing  the 
Determination  of  Reasonable 
Operating  Costs  and  Exclusions 
for  Third  Party  Reimbursement 
to  be  followed  in  the  Prepar- 
ation of  Rate  Setting  Corrr- 
mission  Reporting  Forms. 

Rates  of  Payment  to  Long  Term 
Care  Facilities  and  Resident 
Care  Facilities 

Prospective  Inpatient,  Out- 
patient and  Well-Newborn 
Rate  Determination 

Rates  of  Payment  to  Health 
Care  Facilities  Operated  by 
the  Department  of  Public 
Health,  Department  of  Mental 
Health,  Counties  of  the 
Commonwealth  and  Soldiers' 
Homes . 

Dental  Services 

Rehabilitation  Clinic  Services 

Rates  for  Community  Health 
Centers 

Durable  Medical  Equipment 
and  Orthotic  Devices 

Accommodations ,  Standard 
Purchase  and  Provider  Sub- 
Purchase  Programs 

Homemaker/Home  Health  Aide 
Services 

Prescribed  Drugs 

System  for  Review  and  Approval 
of  Fiscal  Year  1983  Hospital 
Charges  and  New  Charges  for 
Hospitals  with  Fiscal  Years 
which  Commence  between  June 
1,  1982  and  August  31,  1982 

Regulations  Governing  the 
Determination  of  Reasonable 
Operating  Costs  and  Exclusions 
for  Third  Party  Reimbursement 
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May  19,  1982 
May  21,  1982 

May  26,  1982 
May  27,  1982 

June  15,  1982 
June  29,  1982 


114.5  CMR  6.00 
114.1  CMR  3.00 

114.3  CMR  3.00 

114.1  CMR  5.00 

114.4  CMR  9.00 

114.2  CMR  2.00 


to  be  followed  in  the  Prepar- 
ation of  Rate  Setting  Com- 
mission Reporting  Forms. 

Rates  for  Certain  Alcoholism 
Programs 

Prospective  Inpatient,  Out- 
patient and  Well-Newborn 
Rate  Determination 

Home  Health  Agencies 

Rates  of  Payment  to  Health 
Care  Facilities  Operated  by 
the  Department  of  Public- 
Health,  Department  of  Mental 
Health,  Counties  of  the 
CommonweaJth  and  Soldiers' 
Homes . 

Accommodations ,  Standard 
Purchase  and  Provider  Sub- 
Purchase  Programs 

Rates  of  Payment  to  Long 
Term  Care  Facilities  and 
Resident  Care  Facilities 
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APPENDIX  C 


AR-4-81 


AR-5-81 


AR-6-81 


HAR-7-81 


HAR-1-82 


IiAR-2-82 


ADVISORY  RULINGS  -  1982 

Mary  Uschmann 
Mountain  View  Nursing 
Hone ,  Inc . 

Joseph  Paul 
Executive  Director 
Geriatric  Authority  of 
Holyoke 

Mark  L.  Sullivan,  Esq. 
Attorney  for  Danielson 
Federal  Savings  and 
and  Loan  Association 

David  P.  Buchmueller 
Administrator 
Norwood  Hospital 

Stephen  Weiner,  Esq. 
Goulston  &  Storrs 

Stephen  Weiner,  Esq. 
Goulston  &  Storrs 


Lite  Safety  Financing 


Excess  Variable  and 
Nursing  Costs 


Bankruptcy  Sale 


New  Provider  Status 


Basis  of  Depreciable 


Reasonable  Principal 
&  Interest  Payments 
for  Pentucket  Chronic 
Hospital  Upon  Transfer 
of  Ownership 


HAR-2-82(2) 
AR-3-82 


Richard  Circosta 
Heritage  Hall  Nursing 
Home 


Pension  Plan  and  Trust 


AR-4-82 

AR-4A-82 
AR-5-82 


AR-5A-82 


Robert  Murphy 
Kenoza  Nursing  Home 


Leon  Landa 
Landa  &  Altsher 


Rip  Vanasse 
Willie  Ross  School 
for  the  Deaf 


Allocation  of  Nursing 
Costs 

(Supplement) 

Wachusett  Manor 
Nursing  Home  - 
Assumption  of  Unpaid 
Real  Estate  Taxes 

Treatment  of  Interest 
Generated  on  a  Donor 
Restricted  Fund  which 
is  also  Restricted  by 
the  Donor 
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AR-6-82 


James  Plunkett  Refinancing 

Woodlawri  Manor  Nursing 

Home 


AR-7-82 


Leon  Lancia 
Landa  &  Altsher 


Transferable  Basis 
Amesbury  IJursing  Home 
Northbridge  Nursing 
Home  1 


AR-8-82 


AR-9-82 


Edward  Kittridge 
Lynn  Hospital 

Robert  J.  Mirphy 


Allowable  Basis 


Allowable  Rate  o£ 
Interest 

Amesbury  Nursing  Hone 
Northbridge  Nursing 
Home 
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APPENDIX  D 

MASSACHUSETTS  RATE  SETTING  COMMISSION 
APPROPRIATION  4100-0010 
FINANCIAL  CONDITION  -  FISCAL  YEARS  1980  -  1982 


Appropriation 
Disbursements 
Encumbrances 
Reversions 


Fiscal  Year  1980 

$1,330,000.00 
1,288,165.00 

41,835.00 

$1,330,000.00 


Fiscal  Year  1981 

$1,500,000.00 
1,498,467.27 

1,532.73 

$1,500,000.00 


Fiscal  Year  1982 

$1,516,500.00 
1,477,824.00 

38,675.89 

$1,516,500.00 


Analysis  of  Disbursements: 

$  901,036.00 


Salaries , 
Permanent 
Salaries , 
Temporary 
Services , 
Non-Employees 
Travel 

Advertising  and 
Printing 
Repair  and 
Maintenance 
Office  and 
Administrative 
Equipment 
Rentals 


217,217.00 

87,707.00 

6,504.00 
6,903.00 

4,000.00 

56,469.00 

6,437.00 
1,892.00 
$1,228,165.00 


$  898,878.35 

409,800.00 

86,660.78 

8,000.00 
10,000.00 

16,449.00 

64,000.00 

2,479.50 
2,199.64 
$1,498,467.27 


!  954,726.00 

393,758.00 

59,925.00 

6,268.00 
9,994.00 

1,000.00 

69,666.00 

2,192.00 
$1,477,824.00 


Revenue  Statement  for  Fiscal  Years  1980  -  1982 


Fiscal  Year  1980 


Application  Fees 
Federal 
Reimbursement 
Miscellaneous 


11,310.00 


Fiscal  Year  1981 

$  384,379.00 
429,879.00 

8,666.00 


Fiscal  Year  1982 

$491,719.00 
597,577.00 

  10,302.00 


TOTAL 


11,310.00 


$  822,924.00 


$1,099,598.00 
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mrgr.  Ho \\0<\'  W 


ROBERT  J.  GRIFFIN 
Chairman 

DAVID  S.  TELEGEN 
Commissioner 

KATHARINE  M.  PELL 
Commissioner 


0ne  Stfl/iiurten  2P/ace,    SSoston,  <yt/aM.  02108 


Area  Code  (6 1  7) 
727- 1  1 50 


November  3,  1983 


COLLECHOtM 


His  Excellency,  the  Governor, 
The  Honorable  Senate, 
The  House  of  Representatives, 
The  State  Secretary 
The  Secretary  of  the  Executive 

Office  of  Human  Services, 
Of  the  Commonwealth  of  Massachusetts 


University  01  iviassacteu 
Depository  Copy 


Pursuant  to  the  provisions  of  the  Massachusetts  General  Laws,  Chapter 
6A,  section  32,  I  am  submitting  herewith  the  NINTH  ANNUAL  REPORT,  of  the 
Massachusetts  Rate  Setting  Commission,  as  reorganized  by  Chapter  1229,  of 
the  Acts  of  1973,  effective  July  1,  1974. 

The  intent  of  this  Report  is  to  reflect  the  Commission  * s  achievements 
and  activities  during  its  ninth  year  of  operation,  the  year  ending  June  30, 
1983. 


As  required  by  law,  the  Report  contains  a  statement  specifying  the 
management  of  the  Commission's  affairs,  a  detailed  analysis  of  its  reim- 
bursement policy  for  each  class  of  provider  of  services  and  for  state 
institutions,  and  a  description  of  the  Commission's  coordination  of  its 
rate-making  functions  with  the  rule-making  functions  of  the  departments  of 
the  Commonwealth  regulating  said  providers  and  institutions.^ 


Respectfully  submitted  for  the 
Rate  Setting  Commission, 


z^uiui  A.  Daley 

Executive  Secretary 


JAD/am 


THE  COMMONWEALTH  OF  MASSACHUSETTS 
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Approved  by  Daniel  Carter,  State  Purchasing  Agent 
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PREFACE 


The  Rate  Setting  Commission  has  the  sole  responsibility  for  establish- 
ing fair,  reasonable  and  adequate  rates  of  reimbursement  for  services 
delivered  to  publicly-assisted  individuals  by  health  care,  educational r. 
social  and  rehabilitative  providers.  In  addition,  the  Commission  approves! 
rates  of  payment  entered  into  under  contract  between  any  hospital  service 
corporation  and  provider  for  the  furnishing  of  health  services. 

In  recent  years,  the  responsibilities  of  the  Rate  Setting  Commission 
have  grown  considerably.  Since  1976,  the  Commission  has  reviewed  and 
approved  hospital  charges  under  Chapter  409  of  the  Acts  of  1976  (charge 
control)  ,  the  hospital  charge  review  system.  Also,  there  has  been  in- 
creased responsibility  in  the  establishment  of  rates  for  social  service 
programs,  with  a  new  emphasis  in  this  area  to  refining  its  financial 
analysis  capabilities. 

The  Commission  sees  its  scope  of  services  to  include  assistance  to 
other  agencies  or  governmental  units  with  responsibilities  in  health  or 
social  service  regulation.  For  example,  Commission  staff  assist  the  Office 
of  Determination  of  Need  of  the  Department  of  Public  Health  in  the 
financial  review  of  applications  for  capital  expenditures.  There  is  also  a 
close  working  relationship  with  the  Office  of  the  Attorney  General  in  the 
identification  and  investigation  of  Medicaid  fraud. 
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I       MANAGEMENT  OF  COMMISSION  AFFAIRS 


A.  AUTHORITY 

During  Fiscal  Year  1983,  the  Corrmission  was  responsible  for  six 
significant  areas  of  activity: 

(1)  The  Corrmission  had  the  responsibility  of  establishing  fair, 
reasonable  and  adequate  rates  to  be  paid  by  governmental  units  to  "provi- 
ders of  health  care  services  "  (G.L.  c.  6A,  s  32)  .  These  providers  of 
health  care  services  included  acccrnmodations ,  as  well  as  social,  education, 
and  rehabilitative  services. 

Under  this  jurisdiction,  the  Commission  determined  the  rates  to  be 
paid  by  the  Commonwealth  for  a  variety  of  medical  and  health  related 
services,  including  the  services  of  hospitals,  long  term  care  facilities, 
physicians,  pharmacists,  dentists,  home  health  agencies,  neighborhood 
health  centers  to  name  but  a  few  provider  groups.  The  majority  of  provid- 
ers were  those  from  whom  services  were  purchased  under  the  medical  assis- 
tance program  administered  by  the  Department  of  Public  Welfare. 

In  addition  to  medical  and  health  related  services,  the  Commission^ 
established  rates  for  social,  rehabilitative,  and  educational  services. 
Originally  the  Commission  was  responsible  for  setting  rates  for  a  variety 
of  child  care  programs  purchased  by  the  Departments  of  Education,  Mental 
Health,  Public  Health,  Public  Welfare,  Youth  Services  and  the  Office  for 
Children  for  the  provisions  of  training,  instruction,  residential  treat- 
ment, support  and  day  care  services  for  certain  blind,  deaf,  aphasic,  and 
emotionally  disturbed  children  and  youthful  offenders,  and  for  such  ser- 
vices and  acccrnmodations  purchased  by  the  Department  of  Elder  Affairs. 

However,  Section  12,  of  Chapter  1229,  of  the  Acts  of  1973,  greatly 
expanded  the  services  and  accommodations  for  which  the  Commission  would  be 
responsible.  Effective  July  1,  1975,  the  term  "general  health  supplies, 
care,  social,  rehabilitative,  or  educational  services  and  acccrnmodations11 
was  amended  to  include  all  such  services  that  were  not  previously  subject 
to  Commission  consideration.  Included  in  this  change  was  all  service 
purchased  by  state  agencies  and  local  educational  authorities  pursuant  to 
Chapter  766  of  the  Acts  of  1972,  the  special  education  law. 

(2)  The  Corrmission  received  temporary  responsibility  in  July  1975  for 
review  and  approval  of  hospital  charge  increases  to  the  general  public, 
through  the  enactment  of  Chapter  424,  of  the  Acts  of  1975.  This  respon- 
sibility was  made  permanent  and  broadened  through  the  enactment  of  Chapter 
409,  of  the  Acts  of  1976,  effective  October  15,  1976.  The  purpose  of  this 
act  was,  in  part,  to  reorganize  irrmediately  the  health  care  delivery  system 
of  Massachusetts  in  an  equitable  and  feasible  manner  for  all  citizens  of 
the  Commonwealth.  A  further  development  occurred  on  August  10,  1982  with 
the  enactment  of  Chapter  372,  a  comprehensive  plan  of  reimbursement  for  all 
payors . 

(3)  The  Commission  had  the  responsibility  of  establishing  fair  and 
adequate  charges  to  be  used  by  state  institutions  for  general  health 
supplies,     care,     social,     rehabilitative    or    educational    services  and 
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accomodations .  (G.L.  c.  6A,  s  32.)  The  charges  are  based  on  actual  costs 
incurred  by  each  state  institution  reasonably  related,  in  the  circumstance 
of  each  institution,  to  the  efficient  production  or  delivery  of  these 
services  in  each  setting.  Under  this  authority,  the  Commission  determined 
the  rates  to  be  charged  by  state  hospitals  operated  by  the  Departments  of 
Mental  Health  and  Public  Health,  the  Soldier's  Home  of  Massachusetts,  and 
the  Soldier's  Home  in  Holyoke,  and  schools  for  the  mentally  retarded,  and 
other  facilities. 

(4)  The  Commission  had  the  responsibility  for  approving  contracts 
between  Blue  Cross  of  Massachusetts  and  providers  of  health  services  and 
for  approving  rates  and  final  settlements  under  these  contracts.  (G.L.  c. 
176A,  s  5.)  Under  this  authority  the  Commission  approved  Blue  Cross 
participating  and  cooperating  agreements  with  hospitals,  mental  health 
centers,  long  term  care  facilities,  pharmacists,  detoxification  centers, 
health  maintenance  organizations,  and  non-hospital  support  services. 

In  exercising  this  authority,  particularly  as  it  relates  to  hospitals, 
Commission  action  exerted  a  major  influence  in  controlling  the  cost  of 
premiums  paid  by  Blue  Cross  subscribers. 

(5)  The  Commission  was  responsible  for  establishing  rates  to  be  paid 
for  general  health  supplies  and  care  by  commercial  insurance  carriers  under 
the  Workman's  Compensation  Act  (G.L.  c.  152,  s  13)  administered  by  the 
Industrial  Accident  Board. 

(6)  The  Commission  had  the  responsibility  for  approving  estimated 
receipts  of  the  City  of  Boston  from  the  provision  of  health  services 
(Chapter  909  of  the  Acts  of  1969)  .  This  authority  had  a  direct  effect  on 
the  tax  rate  of  the  City  of  Boston,  since,  to  the  extent  the  City's  esti- 
mated costs  for  providing  health  services  may  be  in  excess  of  the  Com- 
mission's approved  estimate  of  receipts,  the  differences  must  be  accounted 
for  in  tax  levies. 

B.       PROCEDURE  FOR  DEVELOPMENT  AND  REVIEW  OF  PATES 

(1)  Regulations  -  The  Commission  determines  rates  through  regu- 
lations. In  many  cases,  particularly  for  non-institutional  medical  provid- 
ers, the  regulation  will  contain  a  fee  schedule  which  itself  represents  the 
rates  for  services  provided.  In  the  case  of  institutional  providers,  the 
rate  determination  is  in  the  form  of  a  general  regulation  containing  a 
definition  of  allowable  costs  and  a  process  for  developing  individual  rates 
from  the  allowable  costs. 

A  public  hearing  is  held  before  a  regulation  is  promulgated  in  order 
to  allow  for  input  from  affected  providers  and  purchasing  agencies,  as  well 
as  from  the  general  public.  A  notice  of  a  public  hearing  is  filed  with  the 
Secretary  of  the  Commonwealth  and  is  published  in  two  daily  newspapers  and 
the  Massachusetts  Register  prior  to  the  public  hearing.  Notice  and  copies 
of  the  proposed  regulation  are  sent  to  the  Department  of  Community  Affairs 
and  the  Local  Governmental  Advisory  Committee  as  required  by  Executive 
Order  145. 
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Copies  of  the  notice  of  a  public  hearing  are  sent  to  interested 
parties  and  to  members  of  the  Mvisory  Council  of  the  Commission.  The 
.Advisory  Council  also  receives  copies  of  proposed  regulations.  Zddition- 
ally,  proposed  regulations  affecting  hospital  charge  review  are  subject  to 
at  least  sixty  day  prior  review  and  comment  by  members  of  the  Hospital 
Policy  Review  Board  of  the  Commission. 

During  Fiscal  Year  1983,  twenty-eight  regulations  and  thirty-nine 
amendments  to  regulations  were  promulgated  by  the  Commission  at  official 
public  Commission  business  meetings  after  thirty-two  public  hearings.  All 
regulations  adopted  during  the  period  July  1,  1982  through  June  30,  1983 
are  listed  in  Appendix  A  under  the  Bureau  responsible  for  their  preparation 
and  adnuriistration.  Appendix  B  contains  a  chronological  listing  of  public 
hearings  held  by  the  Commission  during  Fiscal  Year  1983. 

Regulations  promulgated  in  prior  fiscal  years  remain  in  effect  and 
applicable  unless  replaced  by  later  Commission  regulations. 

(2)  Rate  Adjustments  -  Providers  who  receive  individual  rates  may 
apply  for  rate  adjustment  once  their  individual  rates  have  been  certified. 
Applications  for  adjustment  may  be  made  in  writing  to  the  Commission  by 
following  the  guidelines  established  in  the  relevant  regulation  under  which 
the  rates  were  adopted.  Upon  receipt  of  each  request,  bureau  staff  will 
conduct  a  timely  review  of  the  application  for  adjustment  and  the  required 
supporting  documentation  and  make  its  recommendations  to  the  Commission  at 
its  business  meetings,  which  are  open  to  the  public. 

Following  are  examples  of  situations  that,  under  Commission  regu- 
lations, generally  support  an  adjustment  to  the  rate  originally  certified 
by  the  Commission: 

Expenditures  imposed  upon  providers  because  of  laws,  licensing  regu- 
lations, safety  regulations,  or  any  official  requirement  made  by  a  city, 
town,  state,  or  federal  authority; 

Unusual  or  unforeseen  increases  in  the  reasonable  program  operating 
costs  beyond  the  control  of  the  provider,  (i.e.,  replacement  of  equipment 
or  facilities  due  to  fire  or  flood;  repair  of  major  equipment)  not  contem- 
plated in  any  inflation  factors  used  in  developing  the  rate; 

Decreased  or  terminated  funding  from  external  sources  (i.e. ,  grants, 
subsidies,  donations); 

Mechanical  or  clerical  errors  made  by  Commission  staff  in  the  calcu- 
lation of  rates. 

Generally,  if  the  situation  is  one  of  emergency,  in  that  it  threatens 
the  financial  stability  of  a  program,  and  is  substantial  in  nature,  it  can 
be  reviewed  for  a  possible  rate  adjustment  by  the  Commission,  provided  that 
there  is  sufficient  documentation ,  which  sometimes  includes  the  endorsement 
by  the  purchasing  state  agency,  to  justify  such  adjustment. 
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(3)  Rate  Appeals  -  On  July  1,  1974,  the  Division  of  Hearing  Officers 
was  established  as  an  agency  of  the  Executive  Office  for  Administration  and 
Finance,  (Section  3,  Chapter  1229,  Acts  of  1973). 

The  Division  hears  appeals  from  the  providers  of  services  who  feel 
that  their  rates  of  reimbursement  are  not  fair.  After  a  formal  appeal  has 
been  filed  with  the  Division  of  Hearing  Officers,  a  hearing  officer  of  the 
Division  will  hold  an  adjudicatory  hearing  in  accordance  with  the  Adminis- 
trative Procedures  Act,  G.L.  c.  30A.  After  all  relevant  testimony  and 
evidence  has  been  submitted  to  the  assigned  hearings  officer,  (s)he  then 
prepares  a  written  decision,  which  is  submitted  to  the  Fate  Setting  Commis- 
sion. 

If  the  decision  results  in  a  recamnendation  for  a  rate  different  from 
that  originally  certified  by  the  Commission,  the  Commissioners  then  estab- 
lish a  new  rate  based  upon  the  statement  of  reasons.  The  Commission  may, 
however,  return  the  decision  to  the  hearings  officer  for  further  inves- 
tigation if  the  Camdssioners  determine  that  the  hearings  officer's  state- 
ment of  reasons  is  inadequate  to  determine  a  fair,  reasonable  and  adequate 
rate.  Commission  action  on  a  recommended  decision  is  taken  by  vote  at  a 
bi-weekly  public  Commission  meeting.  _ 

Should  a  party  still  consider  itself  to  be  aggrieved  by  a  decision  of 
the  Pate  Setting  Commission,  it  has  thirty  days  from  receipt  of  such 
decision  to  file  a  petition  for  review  in  the  Superior  Court  for  the  County 
of  Suffolk. 

C.       COMMISSION  STRUCTURE 

(1)  Commissioners  -  Pursuant  to  Section  32,  Chapter  6A,  of  the 
General  Laws,  as  amended  by  Chapter  1229  of  the  Acts  of  1973,  effective 
July  1,  1974,  the  Commission  shall  consist  of  three  members  appointed  by 
the  Governor.  The  Commission  shall  consist  of  a  Chairman  who  shall  have 
administrative  experience  and  an  advanced  degree  in  the  field  of  business 
administration,  public  administration,  or  law.  One  of  the  other  two 
members  shall  be  a  certified  public  accountant  and  one  shall  be  a  person 
experienced  in  the  field  of  medical  economics.  A  further  qualification  is 
that  no  more  than  two  members  shall  belong  to  the  same  political  party. 
Each  Commissioner  is  appointed  for  a  term  of  three  years.  The  initial 
appointments  were  for  staggered  terms  of  one,  two,  and  three  years. 

On  July  3,  1974,  Governor  Francis  W.  Sargent  appointed  Stephen  M. 
Vfeiner,  Chairman  to  a  term  of  two  years,  Shelby  P.  Mudarri,  Corrmissioner  to 
a  term  of  one  year,  and  Andrew  H.  Nighswander,  Commission  to  a  term  of 
three  years.  Since  the  initial  appointments,  the  succeeding  appointments 
have  been  made: 

Commissioner  Shelby  P.  Mudarri  was  reappointed  by  Governor  Michael  S. 
Dukakis  to  a  full  three-year  term  effective  July  3,  1975  to  July  2,  1978. 
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Chairman  Stephen  M.  Weiner  v;as  reappointed  by  Governor  Michael  S. 
Dukakis  to  a  full  three-year  term  effective  July  3,  1976  to  July  2,  1979. 
Chairman  Weiner  resigned  June  30,  1978. 

Commissioner  Nighswander  v/as  reappointed  by  Governor  Michael  S. 
Dukakis  to  a  full  term  effective  July  3,  1977  to  July  2,  1980. 
Coirmissioner  Nighswander  resigned  effective  December  31,  1977. 

Commissioner  Charles  C.  Stover, III  was  appointed  January  13,  1978,  to 
fill  the  unexpired  term  effective  July  3,  1977  to  July  2,  1980. 

Commissioner  Shelby  P.  Mudarri  was  reappointed  by  Governor  Michael  S. 
Dukakis  to  a  full  three-year  term  effective  July  3,  1978  to  July  2,  1980. 

Chairman  Peter  Hiam  was  appointed  October  23,  1978,  to  fill  the 
unexpired  term  effective  July  3,  1976  to  July  2,  1979. 

Chairman  Peter  Hiam  was  reappointed  to  a  full  three-year  term  effec- 
tive July  3,  1979  to  July  2,  1982. 

Conraissioner  Martin  A.  Atkins  was  appointed  September  19,  1980  to  fill, 
the  term  of  Charles  C.  Stover  III  which  expired  July  3,  1983. 

Cormtissioner  David  S.  Telegen  was  appointed  September  3,  1981  to  fill 
the  term  of  Shelby  P.  Mudarri  effective  July  3,  1981  to  July  2,  1984. 

Chairman  Robert  J.  Griffin  was  appointed  July  21,  1982  to  fill  the 
expired  term  of  Peter  Hiam,  effective  July  3,  1982  to  July  2,  1985. 

(2)  Executive  Secretary  -  The  Coimiission  shall  appoint  an  Executive 
Secretary  who  shall  be  responsible  for  the  internal  management  of  the 
Conmission  and  who  shall  report  to  the  Chairman.  John  A.  Daley  was  ap- 
pointed Executive  Secretary  during  Fiscal  Year  1975. 

(3)  Bureaus  -  G.L.  c.  6A,  s  33,  authorizes  the  Conmission  to  estab- 
lish such  bureaus  as  may  be  necessary  to  carry  out  its  duties  including  but 
not  limited  to  a  bureau  of  hospitals  and  a  bureau  of  long-term  care 
facilities. 

a)      Bureau  of  Hospitals 

Director:    Katharine  M.  Pell 

The  Eureau  of  Hospitals  develops  the  rates  of  payment  for  hospitals 
providing  inpatient  and  outpatient  care  to  publicly-aided  and  industrial 
accident  patients  as  well  as  charges  to  the  general  public  for  state  and 
county  hospitals.  Additionally,  the  Bureau  is  responsible  for  evaluating 
contracts  between  Blue  Cross  of  Massachusetts,  Inc.  and  hospitals  and 
making  recommendations  to  the  Commission  concerning  these  contracts.  The 
Bureau  audits  all  hospital  in  fullfillment  of  its  requirement  to  establish 
public-assistance  rates  and  to  prepare  Blue  Cross  final  settlements . 

The  Bureau  also  reviews  an  estimate  of  the  expected  revenue  for  the 
City  of  Boston,  Department  of  Health  and  Hospitals.    The  revenue  projection 
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is  required  by  law  to  be  used  in  the  calculation  by  the  city  of  its  annual 
tax  rate. 

In  1976  the  temporary  authority  to  review  charge  increases  and  pro- 
posed new  charges  under  Chapter  424  of  the  Acts  of  1975,  was  made  permanent 
pursuant  to  Chapter  409,  of  the  Acts  of  1976. 

With  the  passage  of  Chapter  372  of  the  Acts  of  1982  a  new  hospital 
financing  system  was  established  in  Massachusets .  The  system  is  a 
prospective  budget  and  payment  system  that  institutes  positive  financial 
incentives  into  the  reimbursement  system,  rewarding  efficient  hospital 
management  and  encouraging  reductions  in  resource  consumption. 

b)  Bureau  of  Long  Term  Care  Facilities 

Director :    James  E.  Sullivan 

The  Eureau  of  Long-Term  Care  Facilities  develops  the  rates  of  payment 
for  residential  care  provided  by  nursing  and  rest  homes  to  publicly-aided 
patients.  The  bureau  also  develops  the  rates  of  payment  for  medical, 
social,  and  rehabilitative  care  and  services  provided  to  publicly-aided 
individuals  in  intermediate  care  facilities  (ICF/MRs)  for  the  mentalfy 
retarded. 

c)  Bureau  cf  Community  and  Non- Institutional  Services 

Director :    Susan  M.  Bab in 

The  Bureau  of  Community  and  Non- Institutional  Services  develops  reim- 
bursement policies  and  rates  for  community  based  health  care  and  support 
services  provided  to  publicly-aided  and  industrial  accident  patients.  The 
programs  providing  such  care  serve  as  alternative  delivery  systems  to 
institutions  such  as  hospitals  and  nursing  homes.  The  emphasis  is  on 
ambulatory  and  home  health  care. 

The  Bureau  also  is  responsible  for  establishing  rates  of  payment  for 
services  rendered  to  publicly-aided  and  industrial  accident  patients  by 
individual  practitioners  including  physicians,  dentists,  psychologists, 
private  duty  nurses,  restorative  therapists,  and  others.  Additional 
responsibilities  include  rates  for  such  diverse  services  as  drugs,  ambu- 
lances, orthotics,  and  other  medical  supplies. 

d)  Bureau  of  Educational  and  Social  Services 

Director ;    Ann  R.  Heymann 

The  Bureau  of  Educational  and  Social  Services  develops  rates  of 
reimbursement  for  social  and  educational  programs  purchased  by  various 
governmental  units.  These  programs  include  all  services  rendered  to 
children  with  special  needs,  residential  programs  purchased  by  the  Depart- 
ment of  Youth  Services,  programs  purchased  under  Chapter  766  -  the  special 
education  law  and  day  care  programs. 
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(4)  Support  Units  -  In  addition  to  the  four  Bureaus  of  the  Ccrrniission 
mandated  by  G.L.  c.  6A,  s  33,  the  Comnission  maintains  a  legal  department 
designated  as  the  Office  of  the  General  Counsel,  and  an  administrative 
support  staff  under  the  Executive  Secretary. 

a)  Office  of  the  General  Counsel 

General  Counsel:    Pamela  S.  Green,  Esq. 

The  Commission's  Legal  Department  is  composed  of  seven  attorneys,  one 
auditor,  and  two  secretaries.  One  of  the  attorneys  works  primarily  on  Blue 
Cross — Commission  legal  matters  and  one  works  primarily  on  hospital  and 
charge  control  matters.  Five  attorneys  handle  a  substantial  proportion  of 
the  hearings  before  the  Massachusetts  Division  of  Hearings  Officers.  The 
auditor  works  with  attorneys  on  pre-hearing  conferences  and  hearings  on 
appeals  by  long-term  care  facilities.  The  Legal  Department  in  Fiscal  Year 
1983  handled  litigation  in  the  areas  of  Blue  Cross,  Medicaid,  and  hospital 
charge  control.  In  addition,  the  Legal  Department  was  responsible  for  the 
monitoring  of  relevant  legislation,  appear  at  hearings  before  the 
Massachusetts  Division  of  Hearings  Officers,  and  providing  general  legaL 
services  to  the  Commission.  • 

b)  Administration 

The  Executive  Secretary  is  responsible  for  the  Administration  of  the 
day-to-day  operation  of  the  Commission.  Included  in  these  duties  are 
personnel,  budget,  purchasing,  security,  and  liaison  with  the  Executive 
Office  of  Human  Services  and  various  agencies  of  government. 

D.  AFFIRMATIVE  ACTION 

A  copy  of  the  Plan  is  available  for  public  review  at  the  Commission. 
The  plan  was  the  second  plan  approved  by  the  Office  of  Affirmative 
Action.  The  Commission  consistently  meets  its  annual  goals.  It  maintains 
a  strong  commitment  to  elimination  of  discrimination  and  to  provide 
equitable  remedies  for  the  consequence  of  any  past  discrimination 
practices.  This  position  is  consistent  with  the  explicit  intent  of 
Executive  Order  #74  (the  Governor's  Code  of  Fair  Practices,  1970,  as 
revised  and  amended  by  Executive  Order  #116)  and  Title  VII  of  the  U.S. 
Civil  Eights  Act  of  1964,  as  amended  by  the  Equal  Employment  Act  of  1972. 

E.  ADVISORY  COUNCIL 

(1)    Council  Structure  -  Under  the  terms  of  G.L.  c.    6A,   s  34,  the 

Commission  is  to  appoint  an  Advisory  Council  consisting  of: 

(a)  The  Chairman  of  the  Rate  Setting  Commission,  the  Secretaries 
of  the  Executive  Office  of  Human  Services,  Elder  Affairs,  and 
Administration  and  Finance,  and  the  Commissioners  of  the 
Departments  of  Public  Welfare,  Public  Health,  and  Education,  or 
their  respective  designees. 

(b)  Eight  members,  appointed  by  the  Commission,  are  to  be  providers 
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or  representatives  of  provider  organizations  whose  rates  of 
reimbursement  are  determined  by  the  Commission.    No  one  provider 
group  may  have  more  than  one  representative  unless  each  provider 
group  is  represented  on  the  Council.    Since  the  Rate  Setting 
Commission  sets  rates  for  more  than  eight  classes  of  providers/ 
it  is  necessary  for  the  Commission  to  choose  which  provider 
groups  are  to  be  represented  on  the  Council. 

(c)     Eight  members,  appointed  by  the  Commission,  who  are  to  be  non- 
providers  who  have  demonstrated  experience  in  the  field  of 
consumer  advocacy  and  who  have  no  financial  interest  in  any 
provider  of  services  whose  rates  of  reimbursement  are  de- 
termined by  the  Commission.    Of  these  eight  non-provider 
members,  the  law  specifies  the  source  of  four:    two  are  to 
be  selected  from  recommendations  made  by  statewide  labor 
organizations,  with  one  of  the  two  selected  from  recom- 
mendations made  by  the  State  Tabor  Council  AFL-CIO;  and  two 
are  to  be  selected  from  reccmmendations  made  by  statewide 
organizations  representing  the  interests  of  the  elderly. 

(2)  Council  Meetings  -  The  Council  did  not  meet  During  fiscal  1983.  _ 

(3)  Operating  Procedures  -  The  official  operating  procedures  adopted 
by  the  Council  are  on  file  with  the  Commission. 

F.      HOSPITAL  POLICY  FEVTEW  BOARD 

(1)  Authority  -  G.L.  c.  6A,  s  34A,  mandated  the  establishment  of  a 
Rate  Setting  Commission  Hospital  Policy  Review  Board,  consisting  of  two 
members  designated  by  the  Secretary  of  the  Executive  Office  of  Human 
Services  and  nine  members  appointed  by  the  Governor,  two  from  a  list  of  a 
least  six  recommendations  submitted  by  the  Massachusetts  Hospital  Associ- 
ation, one  representing  a  teaching  hospital  and  one  representing  a 
non-teaching  hospital;  one  physician  from  a  list  of  at  least  three  rec- 
ommendations submitted  by  the  Massachusetts  Medical  Society;  a  non-provider 
member  of  the  governing  board  of  a  health  systems  agency  designated  pursu- 
ant to  Title  XV  of  the  federal  Public  Health  Service  Act;  one  representing 
non-profit  hospital  service  corporations  under  Chapter  176A;  one  represent- 
ing companies  authorized  to  sell  accident  and  health  insurance  under 
Chapter  175;  and  three  non-providers  with  experience  in  or  knowledge  of  the 
delivery  or  financing  of  hospital  services  and  who  shall  represent  the 
interests  and  concerns  of  business,  labor,  and  the  elderly,  respectively. 

(2)  Structure  -  The  passage  of  Chapter  372  technically  abolished  the 
Board  and  replaced  it  with  a  newly  constituted  Board  having  the  same 
authority. 


(a)    Board  in  existence  prior  to  Chapter  372: 


Name 


Representing 


Louis  Alfano,  M.D. 
Paul  Vielkind 
Robert  Johnson 


Physicians 
Teaching  Hospitals 
Community  Hospitals 
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David  Frost 
Henry  DiPrete 
William  Slusher 
Eileen  Sullivan 
Dennis  Irish 
James  Connolly 


Blue  Cross  of  Massachusetts,  Inc. 

Health  Insurance  Companies 

Health  Systems  Agencies 

Labor 

Business 

Elderly 


(b)     New  Board: 


Name 


Representing 


Henry  Ashworth 
Henry  DiPrete 
Arthur  Driscoll 
Francis  E.  Fanning 
David  Frost 
Dennis  Irish 
Robert  Johnson 
Michael  Rie,  M.D. 
Dennis  Smith 


Health  Systems  Agencies 
Health  Insurance  Companies 
Elderly 
Labor 

Blue  Cross  of  Massachusetts,  Inc. 
Business 

Community  Hospitals 
Physicians 

Executive  Office  of  Human 
Services 

Executive  Office  of  Human        "  • 

Services 
Teaching  Hospitals 


* Richard  Stanton,  M.D. 


Paul  Vielkind 


*  Dr.  Stanton  was  not  reappointed  by  Manuel  Carballo,  Secretary  of  the 
Executive  Office  of  Human  Services.    The  position  was  vacant  for  last 
five  months  of  fiscal  year  1983. 

(3)  Purpose  -  The  Board  is  charged  to  review  and  make  comments  to  the 
Commission  with  respect  to  proposed  regulations  and  rules  of  the  Commission 
issued  pursuant  to  G.L.  c.  6A,  ss  37-72,  inserted  by  Chapter  409  of  the 
Acts  of  1976,  and  subsequently  by  Chapter  372  of  the  Acts  of  1982,  within 
thirty  days  receipt  of  proposed  rules  or  regulations.  It  is  to  report 
periodically  at  least  as  often  as  annually  to  the  Governor  and  General 
Court,  with  copies  to  the  Joint  Legislative  Committee  on  Health  Care,  on 
its  findings,  opinions,  and  recommendations  for  legislation. 

(4)  Meetings  -  The  Board  is  required,  by  law,  to  meet  at  least  four 
times  annually.  In  Fiscal  Year  1983,  the  original  Board  held  two  meetings. 
The  new  Board  held  five  meetings. 

(5)  Operating  Procedures  -  The  official  operating  procedures  adopted 
by  the  Board  are  on  file  with  the  Commission. 

A  copy  of  the  Annual  Report  for  the  Hospital  Policy  Review  Board  for 
calendar  year  1982  is  on  file  with  the  Commission. 

II.     THE  FORMULATION  OF  REIMBURSEMENT  POLICY:     ANALYSIS  OF  COMMISSION 
ACTIVITY  BY  BUREAUS  AND  SUPPORT  UNITS" 

A.      BUREAU  OF  HOSPITALS 

Introduction 
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The  Rate  Setting  Ccrrmission '  s  authorizing  statute  requires  that  there 
be  a  Bureau  of  Hospitals.  This  Bureau  administers  the  Ccrrmission' s  many 
hospital-related  responsibilities.  Chief  among  these  during  fiscal  year 
1983  was  the  implementation  of  Chapter  372  of  the  Acts  of  1982,  a  major 
cost  containment  act  which  was  signed  into  law  on  August  10,  1982  and  took 
effect  October  1,  1982.  Chapter  372  substantially  altered  the  Commission's 
statute  as  it  relates  to  the  establishment  of  rates  for  acute  hospitals. 
It  provided  the  Commission  with  new  direction  and  new  authority  with  regard 
to  its  responsibilities  to  (1)  review  and  approve  acute  care  hospitals' 
charge  levels,  (2)  determine  rates  paid  to  acute  hospitals  by  the  Medicaid 
program,  (3)  review  and  approve  contracts  between  Blue  Cross  of 
Massachusetts,  Inc.  and  acute  hospitals  and  review  and  approve  rates  of 
payment  under  such  contracts.  This  report  will  describe  the  new 
legislation  and  the  Commission's  implementing  activities. 

During  fiscal  year  1983,  the  Hospital  Bureau  also  exercised  several 
responsibilities  which  remained  unchanged  from  previous  years. 

(1)  Establishment  of  rates  paid  to  hospitals  for  publicly-aided 
patients  (other  than  Medicaid  patients)  in  acute  hospitals, 
whose  rates  are  established  pursuant  to  Chapter  372; 

(2)  Establishment  of  rates  paid  to  hospitals  for  patients  under 
the  Workmen's  Compensation  law; 

(3)  Establishment  of  charges  for  hospitals  operated  by  the 
Massachusetts  Department  of  Public  Health,  Department  of 
Mental  Health,  the  Counties  of  the  Commonwealth  and  the 
Soldiers'  Homes; 

(4)  Review  and  approval  of  contracts  between  Blue  Cross  of 
Massachusetts,  Inc.  and  non-acute  hospitals  and  approval 
of  rates  developed  under  such  contracts; 

(5)  Review  of  budgets  and  approval  of  charge  levels  of  non-acute 
hospitals  pursuant  to  Chapter  409  of  the  Acts  of  1974; 

(6)  Audits  of  all  hospitals,  both  acute  and  non-acute,  to  assure 
the  accuracy  of  the  data  used  in  the  establishment  of  the 
various  rates  of  payment. 

In  addition  to  exercising  these  responsibilities,  the  Bureau  undertook 
several  activities  to  support  better,  more  effective  and  efficient 
performance  of  its  many  responsibilities. 

(1)  Development  of  a  staff  of  analysts,  called  the  Program 
Development  Unit,  to  do  research,  regulation  development, 
and  policy  analysis; 

(2)  Maintenance  and  further  development  of  its  data  processing 
capacity; 

(3)  Refinement  and  expansion  of  its  data  base  of  information 

on  the  diagnosis,  treatment  and  cost  of  each  acute  inpatient 
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hospital  admission  in  the  Comnonwealth.  In  Fiscal  Year  1983,  the  Comnission 
began  to  collect  a  summary  of  each  patient's  bill  with  the  summary  of  the 
medical  record.  This  work  v/ill  result  in  a  rich  data  base  with  many  useful 
applications  both  in  Pate  Setting  and  elsewhere. 

The  diversity  of  these  responsibilities  has  provided  the  Bureau  with 
unique  experience  in  a  number  of  areas.  For  example,  Massachusetts  is  the 
only  state  which  both  administers  a  budget  approval  program  and  undertakes 
annual  field  audits  of  all  hospitals,  a  responsibility  which  continues 
under  Chapter  372.  This  has  allowed  the  Bureau  to  develop  an  understanding 
of  hospital  reimbursement  from  a  variety  of  perspectives.  This  under- 
standing is  an  invaluable  asset  to  the  Comnission  as  it  endeavors  to 
establish  and  monitor  the  performance  of  regulations  designed  to  encourage 
efficient  delivery  of  needed  hospital  services. 

Implementation  of  Chapter  372  of  the  Acts  of  1982 

This  section  will  do  three  things.  First,  it  will  provide  a  brief 
history  of  Chapter  372.  Then,  the  rate  setting  system  established  by  this 
landmark  law  will  be  discussed.  Finally,  the  specific  implementing  actions 
taken  by  the  Commission  will  be  summarized.  - 

(a)  History 

Prior  to  Chapter  372,  the  payment  practices  of  the  various  cost-based 
payors  affected  the  amount  of  gross  patient  service  revenue  (GPSR)  a 
hospital  could  generate.  This  was  a  result  of  charge  control  regulations 
that  allowed  each  hospital  to  set  charges  to  the  level  sufficient  to 
generate  revenue  equal  to  costs  not  defrayed  by  reimbursement  frcm 
cost-based  payors. 

The  adverse  effects  resulting  from  differences  in  reimbursement 
methodologies  of  the  various  cost-based  payors  (discussed  at  length  in  last 
year's  report)  ultimately  resulted  in  a  legislated  hospital  revenue  cap 
(Chapter  540  of  the  Acts  of  1980)  which  also  established  a  Joint 
Legislative-Executive  Commission  to  review,  study  and  develop  a 
prospective,  uniform  hospital  payment  system  for  implementation  in  Fiscal 
Year  1982.  Chapter  432,  of  the  Acts  of  1981,  established  an  additional 
revenue  cap  and  continued  the  activities  of  the  Joint  Legislative-Executive 
Commission,  directing  the  Comnission  to  propose  recommendations  by  March  1, 
1982  for  any  draft  legislation  to  become  effective  in  Fiscal  Year  1983. 

Various  prospective,  uniform  payment  methodologies  were  developed  and 
discussed  during  Fiscal  Year  1981  and  1982.  Members  of  the  Joint  Commis- 
sion agreed  that  the  basic  components  of  any  Full  Payor  Participation  (FPP) 
System  must  include  the  following: 

1.  prospective  determination  of  costs  and  charges; 

2.  annual  budget  development,  review  and  approval; 

3.  uniform  definition  of  reasonable  financial  requirements; 

4.  payment  based  on  proportionate  share  of  total  hospital  charges; 

5.  incentives  to  contain  costs; 


Page  15 


Individual  FPP  proposals  were  advanced  by  Blue  Cross,   the  Massachu- 
setts Hospital  Association,  the  Life  Insurance  Association  of  Mass- 
achusetts, the  Business  Roundtable,  and  the  Bate  Setting  Commission .  No 
agreement  was  reached  on  any  proposal,  and  after  numerous  meetings,  the 
Joint  Legislative-Executive  Commission  voted  in  April  of  1982  to  disband. 

Independent  of  the  Joint  Commission,  Senator  Daniel  J.  Foley,  Senate 
Majority  Leader,  introduced  S.  495,  a  FPP  bill  developed  by  the  Life  Insur- 
ance Association  of  Massachusetts  that  would  have  eliminated  cost-shifting 
onto  charge  payors  as  well  as  eliminated  the  cost  advantage  previously 
enjoyed  by  Blue  Cross  in  relation  to  the  charge  payors. 

S.  495  underwent  substantial  amendment  before  it  was  eventually 
brought  to  a  vote.  During  the  months  of  May,  June  and  July  of  1982,  the 
Massachusetts  Business  Roundtable  held  frequent  negotiating  sessions  with 
all  affected  parties  in  order  to  modify  the  bill.  The  Commissioners  and 
Commission  staff  participated  actively  in  these  discussions.  Compromises 
were  forged  and  on  August  10,  1982,  the  bill  became  law,  effective  with  the 
passage  of  a  waiver  from  the  Health  Care  Finance  Administration  to  place 
Medicare  on  the  new  reimbursement  system  known  as  Chapter  372.  On 
September  13,  1982,  the  Secretary  of  the  Department  of  Health  and  Human 
Services  granted  conditional  approval  for  the  Medicare  waiver.  Final 
approval  was  received  on  September  30,  1982. 

The  following  is  a  summary  of  the  major  provisions  of  Chapter  372, 
which  meet  all  of  the  criteria  advanced  by  the  Joint  Legislative-Executive 
Commission. 

(b)    The  System  Established  by  Chapter  372 

Chapter  372  is  a  unified  comprehensive  plan  of  reimbursement  for  all 
four  major  hospitals  payors:  Blue  Cross,  charge  payors  (commercial  insur- 
ers and  self -payors) ,  Medicaid  and  Medicare.  The  unifying  feature  is  the 
"basis  of  payment" ,  defined  as  the  total  reimbursable  costs  included  in  the 
basis  upon  which  Blue  Cross  payments  are  calculated  pursuant  to  Hospital 
Agreement  -  29  (HA-29)  and  any  successor  agreement  between  Blue  Cross  and 
acute  care  hospitals.  Each  payor  pays  a  portion  of  the  Blue  Cross  basis  of 
payment  as  modified  to  include  application  of  a  productivity  factor  and 
other  adjustments  which  are  different  for  each  payor.  A  payor's  portion  of 
its  modified  basis  of  payment  is  the  percentage  of  total  charges 
attributable  to  patients  for  whom  it  is  responsible. 

(1)    Hospital  Agreement  29:    The  Unifying  Feature  of  Chapter  372 

On  June  30,  1981,  the  Commission  approved  HA-29.  The  model 
participating  hospital  agreement  signed  by  general  acute  and  short-term 
specialty  hospitals,  effective  October  1,  1981  through  September  30,  1984 
(July  1,  1982  through  June  30,  1985  for  state  and  municipal  hospitals). 
This  contract  became  the  cornerstone  of  the  new  hospital  reimbursement 
legislation,  Chapter  372. 

Under  the  terms  of  HA-29,  Blue  Cross  reimburses  a  hospital  on  the 
basis  of  a  Maximum  Allowable  Cost  (MAC)  formula.  Each  hospital  is  reim- 
bursed at  the  level  calculated  by  the  MAC  formula,  regardless  of  the  level 
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of  actual  costs  incurred.  If  a  hospital  spends  less  than  the  MAC  amount,  it 
keeps  the  savings  as  a  reward,  and  if  the  hospital  spends  more  than  the  MAC 
amount,  the  excess  portion  is  disallowed  and  not  paid.  The  HA- 2 9  method  is 
in  sharp  contrast  to  the  methods  included  in  the  Hospital  Agreements  (HA.-27 
and  HA-28i)  which  immediately  preceded  HA-29  under  which  hospitals  were 
paid  for  virtually  all  costs  actually  incurred.  The  significant  aspects  of 
the  HA-29  reimbursement  method  are  as  follows: 

(a)  Costs  are  determined  prospectively  on  the  basis  of  a  Maximum 
Allowable  Cost  (MAC)  computation.    Blue  Cross  pays  the  hospital 
during  the  year  a  percentage  of  the  charges  for  its  subscribers. 
This  percentage  is  the  hospital's  budgeted  cost  bo  charge  ratio 
and  is  referred  to  as  the  payment  on  account  factor  (PAF) . 

Blue  Cross'  final  liability  is  determined  at  year  end  after  the 
audit  has  been  performed  and  inflation  and  volume  changes  have 
been  updated.    The  final  settlement  process  compares  the  final 
Blue  Cross  liability,  as  measured  by  the  updated  MAC  calculation, 
to  Blue  Cross  interim  payments  and  calculates  the  amount  owed 
by  or  to  each  hospital; 

(b)  The  MAC  is  calculated  by  adjusting  prior  year  costs  (actual  costs 
prior  to  audit  for  the  first  year  of  the  contract  and  MAC 
approved  costs  for  the  second  and  third  years)  for  inflation, 
volume  changes,  costs  beyond  control  and  other  defined  exceptions 
to  determine  the  rate  year  MAC.    This  calculation  is  similar  to 
the  charge  control  computation  of  Maximum  Allowable  Operating 
Costs; 

(c)  The  reimbursable  cost  base  for  the  first  year  of  the  contract 
is  defined  through  two  general  provisions.    The  first  provision 
lists  certain  inclusions,  exclusions,  and  deductions  which  are 
used  in  computing  reasonable  costs.    The  second  provision 
recognizes  the  Commission's  final  authority  for  interpreting 
what  constitutes  a  reasonable  cost  under  Massachusetts  General 
Laws,  c  176A,  s  5.    The  reimbursable  cost  base  for  the  second 
and  third  year  of  the  contract  will  be  the  updated  MAC  from  the 
prior  year; 

(d)  Depreciation  expense  for  buildings,  fixed  equipment,  and  major 
movable  equipment  is  recognized  at  the  cost  of  replacing  the 
asset; 

(e)  Bad  Debt  and  free  care  write-offs  for  hospital  services  are 
recognized  at  cost.    Blue  Cross  reimburses  a  percentage  equal  to 
its  share  of  utilization  at  the  hospital; 

(f )  The  working  capital  needs  of  the  hospital  are  recognized  through 
the  Blue  Cross  method  of  payment.    The  "sight  draft"  system 
allows  a  hospital  speedy  payment  for  Blue  Cross  inpatients. 

For  outpatient  claims  or  patients  with  long  lengths  of  stay,  a 
hospital  can  receive  "current  financing" or  interest  free  loans  on 
outstanding  balances. 

(2)    Payment  Methodologies  Under  Chapter  372 
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Following  are  brief  descriptions  of  the  methodologies  governing 
payment  to  acute  hospitals  under  Chapter  372: 

Blue  Cross 

In  each  year  that  Chapter  372  is  operative,  Blue  Cross  will  pay  its 
share  of  the  basis  of  payment  determined  according  to  the  then  existing 
contract  between  Blue  Cross  and  acute  hospitals,  reduced  by  the  appropriate 
productivity  factor  (see  section  (3)  below) .  Throughout  the  period  of 
legislation,  Blue  Cross  payment  is  determined  from  the  basis  of  payment 
multiplied  by  the  percentage  of  total  charges  attributable  to  Blue  Cross  in 
the  most  recently  completed  Fiscal  Year. 

Charge  Payors 

Charge  payors  will  pay  the  prices  ("charges")  which  the  hospital  sets 
for  its  services.  Gross  patient  service  revenue  (GPSR)  is  the  sum  of  the 
charge  for  each  service  multiplied  by  the  number  of  units  of  5617/106 
provided.  Under  Chapter  372,  the  Commission  will  determine  for  each  acute 
hospital  an  approved  GPSR  based  upon  the  hospital's  basis  of  payment.  The 
hospital  must  set  charges  so  that  approved  GPSR  is  not  exceeded. 

In  Fiscal  Year  1983  and  Fiscal  Year  1984,  approved  GPSR  will  be  the 
previous  year's  approved  GPSR  increased  by  the  percentage  increase  in  the 
basis  of  payment.  However,  for  Fiscal  Year  1983  the  percentage  rate  of 
increase  in  basis  of  payment  will  be  reduced  by  1.4  percentage  points. 
This  one  time  adjustment  will  reduce  the  differential  that  currently  exists 
between  Blue  Cross1  payments  which  have  been  cost  based  and  the  charge 
payors  who  have  been  paying  more  than  costs  because  charges  include  payment 
for  bad  debt,  free  care  and  governmental  program  shortfalls.  This  provision 
will  reduce  the  average  statewide  differential  between  Blue  Cross  and  the 
charge  payors  from  approximately  10.4%  to  9.0%.  As  the  table  below 
indicates,  there  is  no  productivity  adjustment  for  charge  payors  for  the 
first  two  years  under  Chapter  372. 

Beginning  in  Fiscal  Year  1985,  approved  GPSR  will  no  longer  be 
calculated  using  the  prior  year's  approved  GPSR.  Instead,  approved  GPSR 
will  be  the  basis  of  payment  for  that  year,  reduced  by  the  appropriate 
productivity  factor  and  increased  by  a  fixed  differential.  The  fixed 
differential  is  to  be  determined  by  the  study  commission,   (see  section  f ) 

Hospitals  with  a  Fiscal  Year  ending  June  30th  (generally  municipal 
hospitals)  will  lag  the  schedule  just  described  by  one  year. 

As  in  prior  fiscal  years,  hospitals  v/ill  be  permitted  to  determine 
individual  charges  for  services,  provided  that  actual  GPSR  does  not  exceed 
approved  GPSR. 

Medicaid 

The  Massachusetts  Department  of  Public  Welfare  received  a  waiver  from 
the  Health  Care  Finance  Administration  to  allow  Medicaid  reimbursement  to 
be  established  according  to  the  provisions  of  Chapter  372. 
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Under  Chapter  372,  Medicaid  payment  for  any  particular  year  will  be 
calculated  as  follows:  (1)  Medicaid  costs  for  that  year;  times  (2)  the 
appropriate  productivity  factor;  times  (3)  the  Medicaid  Payment  Ratio; 
times  (4)  the  percentage  of  the  year's  total  charges  which  are  attributable 
to  Medicaid.  Medicaid  costs  are  defined  as  the  basis  of  payment  determined 
according  to  the  hospital  agreement,  with  the  application  of  the 
productivity  factor  (shown  in  section  (3)  below) ,  exclusive  of  bad  debt, 
free  care,  and  the  price  level  portion  of  depreciation.  Free  care, 
however,  is  included  in  the  Medicaid  basis  of  payment  if  at  least  68%  of  a 
hospital's  GPSR  is  attributable  to  any  combination  of:  (1)  services 
provided  to  Medicare  patients;  (2)  services  provided  to  Medicaid  patients; 
(3)  bad  debt;   (4)  free  care;  and  (5)  local  and  state  government  subsidy. 

The  Medicaid  payment  ratio  reflects  the  level  of  discount  historically 
enjoyed  by  Medicaid  relative  to  the  other  payors.     Once  calculated  for  a 
hospital,  the  ratio  remains  constant  for  the  duration  of  the  legislation. 
The  Medicaid  payment  ratio  is  determined  individually  for  each  hospital  as 
follows: 

1.  A  weighted  Fiscal  Year  1982  Medicaid  inpatient  per  diem  rate  of 
payment  is  calculated  from  Fiscal  Year  1982  Medicaid  rates  for  =- 
adults  and  children,  newborns,  and  administratively  necessary 
days; 

2.  Fiscal  Year  1982  Medicaid  recognized  costs  for  inpatient  services 
is  calculated  by  multiplying  the  weighted  inpatient  per  diem  by 
total  patient  days  in  Fiscal  Year  1982; 

3.  Fiscal  Year  1982  Medicaid  recognized  outpatient  costs  are  cal- 
culated by  multiplying  the  Fiscal  Year  1982  Medicaid  cost  to 
charge  ratio  by  total  outpatient  charges; 

4.  The  Medicaid  payment  ratio  is  calculated  by  dividing  the  sum 
of  inpatient  and  outpatient  recognized  costs  computed  above  by 
Fiscal  Year  1982  Medicaid  costs  (defined  above) . 

Medicare 

The  Health  Care  Finance  Administration  agreed  to  Medicare  reim- 
bursement as  provided  in  Chapter  372  for  a  three  year  period  that  commences 
with  each  hospital's  Fiscal  Year  beginning  on  or  after  September  13,  1982. 

Medicare  payment  will  be  the  product  of  the  projected  Medicare  basis 
of  payment,  as  adjusted  by  the  appropriate  productivity  factor,  multiplied 
by  the  percentage  of  total  charges  attributable  to  Medicare  patients.  The 
Medicare  basis  of  payment  is  defined  as  the  Blue  Cross  basis  of  payment  as 
adjusted  to  exclude  the  price  level  portion  of  depreciation,  malpractice 
insurance,  outpatient  renal  dialysis,  hospital-based  physician  services, 
skilled  nursing  and  home  health  services,  and  bad  debt  not  attributable  to 
non-payment  of  coinsurance  and  deductibles  by  Medicare  recipients.  The 
allocation  of  these  costs  excluded  from  the  Blue  Cross  basis  of  payment 
will  be  determined  according  to  present  Medicare  regulations. 
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A  maximum  limit  for  reimbursement  of  free  care  will  be  established  as 
Medicare's  share  of  1.4  per  cent  of  the  total  statewide  Blue  Cress  basis  of 
payment.  In  addition,  a  maximum  statewide  liability  cap  for  Medicare  will 
be  established  at  1.5  per  cent  below  the  average  annual  Medicare  nationwide 
rate  of  increase  for  all  states  for  the  three  year  term  of  the  waivers.  If 
Medicare's  actual  payments  in  Massachusetts  are  less  than  the  maximum 
liability  cap,  the  difference  will  be  shared  equally  between  Medicare  and 
Massachusetts  hospitals.  If  it  is  greater,  the  hospitals  must  absorb  the 
additional  cost. 


(3)    Productivity  Factors 

In  addition  to  the  limitation  to  growth  in  hospital  expenditures 
embodied  in  the  Maximum  Allowable  Cost  provisions  of  HA- 2 9 ,  Chapter  372 
provides  that  the  basis  of  payment  be  reduced  by  specified  percentages 
called  productivity  factors.  The  timetable  for  productivity  adjustments  to 
the  basis  of  payment  varies  according  to  payor  and  type  of  hospital, 
whether  municipal  or  non-municipal,  as  indicated  below. 

FY  FY  FY  FY  FY  FY  FY 

Payor       1983  1984  1985  1986  1987  198*3  1989 

FY 

10/1-9/30 
Charge 

Payor       -  2%  2%  2%  1% 

Blue 

Cross       -  -  2%  2%  2%  1% 

Medicaid    2%  2%  2%  1%  1%  - 

Medicare    2%  2%  2%  1%  1% 

FY 
7/1-6/30 

Charge 

Payors  -  -  -  2%  2%  2%  1% 
Blue 

Cross  -  -  -  2%  2%  2%  1% 

Medicaid  -  2%  2%  2%  1%  1%  1% 

Medicare  -  2%  2%  1%  1%  - 


Chapter  372  also  allows  any  group  of  acute  hospitals  to  develop  an  agree- 
ment whereby  the  productivity  factors  can  be  modified,  so  long  as: 

1.  the  productivity  factor  is  greater  than  zero  for  each  hospital, 
and, 

2.  aggregate  payment  by  all  payors  is  the  same  as  if  no  modified 
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productivity  factors  were  applied  in  place  of  those  otherwise 
required  by  Chapter  372. 

(4)  Hardship  Provision 

Chapter  372  provides  for  the  distribution  of  hardship  relief  to 
hospitals  experiencing  financial  difficulties.  The  funds  are  collected 
from  all  hospitals  by  assessing  a  maximum  of  0.5  per  cent  of  each  hos- 
pital's basis  of  payment  for  the  Fiscal  Year  ending  in  1983.  All  applica- 
tions for  this  relief  will  be  submitted  to  the  Massachusetts  Hospital 
Association  by  January  1  and  July  1  of  each  Fiscal  Year.  Within  60  days, 
the  Massachusetts  Hospital  Association  will  submit  the  request  to  the  Rate 
Setting  Commission  for  approval  with  a  recommended  amount  of  relief. 

(5)  Regulatory  Authority 

a.      Rate  Setting  Commission 

The  major  responsibilities  of  the  Commission  under  Chapter  372  are  as 
follows : 

1.  Approval  of  Charges; 

Review,  approval  and  modification  of  hospital  gross  patient 
service  revenues  in  each  Fiscal  Year  such  that  charges  time 
volume  equals  approved  GPSR; . 

2.  Establishment  of  Medicaid  rates  of  payment; 

3 .  Compliance 

Adjustment  of  gross  patient  service  revenue  by  the 
percentage  amount  by  which  actual  revenue  in  the  preceding 
year  differed  from  the  amount  approved  by  the  Commission. 

Collection  of  the  financial  and  statistical  data  necessary 
to  ensure  compliance; 

4.  Cost  Reports 

Specification  of  standard  systems  for  determining,  reporting 
and  auditing  costs  and  charges,  including  methods  of  cost 
and  revenue  allocation; 

5.  Grouping  of  Hospitals 

Development  and  implementation  of  methodology  for  reasonably 
comparing  acute  hospitals  by  size,  services,  case  mix,  and 
other  criteria  for  purposes  of  reviewing  budgets; 

6.  Health  Planniiig/Determination  of  Need  Review 

Review  and  comment  on  all  capital  expenditure  projects  re- 
quiring a  Determination  of  Need,  including  the  least  cost 
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alternative  of  providing  services,  financial  feasibility, 
impact  on  costs  and  charges  for  services,  and  the  avail- 
ability of  funds  for  capital  and  operating  needs. 

Consultation  with  state  agencies  and  Health  Systems  Agencies 
concerning  the  development  and  implementation  of  health 
policy. 

(6)  Hospital  Policy  Review  Board 

Chapter  372  provides  for  the  continuation  of  the  Hospital  Policy 
Review  Board,  consisting  of  two  members  designated  by  the  Executive  Office 
of  Human  Services  and  nine  members  appointed  by  the  Governor.  The  Board 
maintains  its  oversight  responsibilities,  including  the  right  to  at  least 
sixty  (60)  days  prior  review  and  comment  on  any  proposed  rules  or  regu- 
lations of  the  Commission,  with  the  exception  of  those  promulgated  on  an 
emergency  basis.  Within  thirty  (30)  days,  the  Board  must  submit  written 
comments  to  the  Commission  recommending  approval,  disapproval  or  partial 
approval . 

(7)  Study  Commission 

Chapter  372  provides  for  a  three  member  study  commission,  consisting 
of  a  representative  of  Blue  Cross,  the  commericial  insurers,  and  a  member 
selected  by  mutual  agreement  of  the  other  two  members.  The  study  commis- 
sion will  institute  a  study  of  objective  methods  of  computing  the  percent- 
age differential  by  which  the  basis  of  payment  is  increased  to  establish 
approved  gross  patient  service  revenue  for  all  hospitals  from  Fiscal  Year 
1985  on.  A  final  determination  of  the  differential  must  be  made  by  July  1, 
1984.  The  differential  will  be  allowed  only  for  those  activities  and 
programs  which  result  in  quantifiable  savings  to  the  hospital  with  respect 
to  patient  care  costs,  bad  debt,  free  care,  or  working  capital  or  re- 
ductions in  the  payment  of  other  payors. 

(c)    Actions  Implementing  Chapter  372 

A  major  portion  of  the  Bureau's  Fiscal  Year  1983  activity  was 
implementing  Chapter  372.  This  work  began  on  October  1,  1982  with  the 
promulgation  by  the  Commission  on,  on  an  emergency  basis,  of  a  new 
regulation,  114.1  CMR  25.00,  to  govern  its  rate  setting  activities  for 
acute  hospitals  under  Chapter  372.  Because  of  the  late  passage  of  the  bill 
and  uncertainty  about  the  triggering  Medicare  Waiver,  which  was  not 
received  until  the  evening  of  September  30th,  there  was  littile  ability  to 
prepare  in  advance.  Prior  to  receipt  of  the  Waiver,  bureau  staff  had  to 
prepare  for  two  systems:  the  old  one  which  would  continue  if  the  Waiver 
were  not  granted  and  the  one  established  under  Chapter  372. 

Therefore,  the  first  priority  of  the  Bureau  is  preparing  the  emergency 
regulation  was  to  establish  rules  and  procedures  which  would  get  the  system 
off  the  ground  quickly  and  under  which  it  could  operate  on  a  reasonable 
basis  for  six  months  while  a  permanent  regulation  was  developed.  Once  the 
regulations  were  adopted,  estimated  rates  were  quickly  calculated  by  bureau 
staff  and  adopted  by  the  Commission. 
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Work  on  a  permanent  regulation  then  began.  In  addition  to  devoting 
substantial  staff  to  this  effort,  the  bureau  established  a  Working  Group 
with  which  it  consulted  extensively  regarding  ma] or  issues  involved  in  the 
drafting  of  the  regulations.  A  record  of  these  consultations  is  available. 
Those  participating  in  the  Working  Group  included  representatives  of  many 
major  affected  parties,  including  the  Massachusetts  Hospital  Association, 
the  Life  Insurance  Association  of  Massachusetts,  Blue  Cross  of 
Massachusetts,  Inc.  the  Massachusetts  Business  Poundtable  and  the 
Massachusetts  Department  of  Public  Welfare. 

After  two  months  of  weekly  meetings  with  the  Working  Group  and 
extensive  internal  analysis  and  discussion,  the  bureau  produced  a  prose 
description  of  the  substantive  points  it  proposed  to  include  in  the 
regulation.  This  was  distributed  to  hospitals  and  other  interested 
parties.  Five  public  meetings  were  then  held  in  diff erent ' locations  across 
the  Commonwealth  at  which  Commissioners  and  bureau  staff  presented  and 
discussed  this  paper.  Following  a  few  additional  meetings  with  the  Working 
Group  a  permanent  regulation  was  drafted  and  proposed  by  the  Commission  for 
public  hearing  in  mid-February.  Following  the  public  hearing  and 
additional  adjustments,  permanent  regulations  were  promulgated  on  May  5, 
1983.  * 

Major  issues  addressed  during  the  development  of  the  regulations 
included  the  system  for  enforcing  compliance  with  approved  gross  patient 
service  revenue,  appropriate  reporting  by  hospitals,  and  data  sources  for 
calculation  of  Medicaid  rates.  Discussion  papers  and  minutes  of  meetings 
are  available  for  those  wishing  more  detail  on  the  issues  discussed. 

As  the  regulation  was  developed,  other  bureau  staff  reviewed  the  MAC 
reports  from  which  rates  are  calculated  under  Chapter  372.  As  reviews  were 
completed,  the  estimated  rates  which  had  been  quickly  calculated  in  early 
October  were  revised  using  the  adjusted  MAC  numbers.  On  average,  1983 
gross  patient  service  revenue  for  hospitals  governed  by  Chapter  372  was  up 
about  8.8%  from  1982  approved  gross  patient  service  revenue.  This  compares 
to  a  12.6%  increases  from  1981  to  1982  and  13.3%  from  1980  to  1981. 

Another  component  of  the  Commission's  implementation  of  Chapter  372 
was  its  audit  activities.  This  consisted  of  its  audit  of  acute  hospitals' 
cost  reports  for  fiscal  year  1981  and  of  the  start,  toward  the  end  of  the 
fiscal  year,  of  the  audit  of  Fiscal  Year  1982  MAC  reports.  These  audits 
would  have  been  performed  even  without  Chapter  372  because  the  data  was 
used  in  parts  of  the  prior  payment  system.  However,  their  importance  was 
greatly  increased  by  Chapter  372. 

This  is  especially  so  of  the  audit  of  1981  costs.  Under  HA-29,  the  MAC 
for  each  year  is  determined  by  "rolling  forward"  off  a  base  of  1981  actual 
costs.  Therefore,  audit  adjustments  of  1981  costs  affect  not  only  Blue 
Cross  payments  under  the  old  retrospective  cost  reimbursement  system,  but 
also  Blue  Cross  payments  for  1982  under  HA-29  and  payment  by  all  payors  for 
1983  and  1984  under  Chapter  372.  During  Fiscal  Year  1982,  the  bureau's 
audit  staff  completed  on  schedule  the  1981  base  year  audit  for  all  acute 
hospitals,  except  the  municipals  which  started  on  HA-29  a  year  later  than 
other  acute  hospitals  and  whose  base  year  costs  will  be  those  of  Fiscal 
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Year  1982.  Because  of  these  audits,  the  Commission  has  adjusted 
approximately  $25  million  from  the  1981  base. 

In  addition  to  changing  rate  setting  methodologies  for  acute 
hospitals,  Chapter  372  gave  the  Commission  the  responsibility  of  reviewing 
and  commenting  on  the  financial  aspects  of  hospital  Determination  of  Need 
application.  Chapter  553  of  the  Acts  of  1982,  which  became  law  in  December, 
expanded  and  augmented  this  responsibility. 

1.  The  Rate  Setting  Commission  shall  review  and  comment  upon  all 
hospital  capital  expenditure  projects  requiring  a  determination 
of  need  pursuant  toG.L.  c.  Ill,  s.  25  including  but  not  limited 
to  the  less  costly  or  more  effective  alternative  methods  of 
providing  such  services,  the  immediate  and  long-term  financial 
feasibility  of  the  proposal,  the  probable  impact  of  the  proposal 
on  costs  of  and  charges  for  services,  and  the  availability  of 
funds  for  capital  and  operating  needs. 

2.  The  Commission  shall  transmit  to  the  Department  of  Public  Health 
its  written  recommendations  on  each  project  which  shall  become 
part  of  the  written  record  compiled  by  said  Department  during  its^ 
review  of  such  project. 

3.  The  Commission  shall  appear  and  comment  on  any  application  for  a 
Determination  of  Need  where  a  public  hearing  is  required  pursuant 
to  the  provisions  of  section  25c  of  the  Determination  of  Need 
enabling  legislation. 

4.  The  Conmission  shall  appoint  a  senior  professional  employee  to 
act  as  a  liaison  with  the  Department  of  Public  Health. 

The  Hospital  Bureau  established  a  Determination  of  Need  fiscal  review 
unit  in  October.  Three  staff  members  possessing  skills  in  auditing, 
finance,  and  health  care  administration  were  assigned  to  the  unit. 
Immediate  emphasis  was  placed  on  developing  interagency  working  relation- 
ships, the  accessing  of  pending  Determination  of  Need  applications,  and  the 
development  of  review  processes. 

As  of  the  beginning  of  the  fiscal  year,  the  Determination  of  Need 
Program  Office  was  backlogged  with  capital  expenditure  requests,  some  of 
which  had  been  on  file  for  a  significantly  longer  period  than  the  suggested 
eight  to  ten  month  review  period.  In  the  aggregate,  pending  capital 
expenditures  approximated  $600  million  and,  if  approved,  could  result  in 
estimated  $180  million  in  additional  operating  costs. 

Since  pending  reviews  filed  prior  to  Chapter  372  and  553  were  not 
exempted  from  Commission  review,  the  Commission  chose  to  exercise  its 
privilege,  albeit  on  a  selective  basis.  Given  the  limited  number  of  staff, 
only  those  projects  which  would  result  in  major  increases  in  operating 
costs  were  considered  for  review.  The  Commission  for  the  time  being  would 
tak  e  position  of  no  comment  on  all  others  processed  during  this  period. 

As  mentioned  earlier,  certain  applications  had  been  outstanding  for  a 
considerable  period  of  time  and  two  hospitals,   namely  Lahey  and  South 
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Shore,  filed  for  and  were  granted  a  "Writ  of  Mandamus"  by  the  court  to 
force  Determination  of  Need  to  take  action  on  the  applications  of  these 
hospitals.  Other  hospital  applications  had  been  deemed  comparable  to  the 
Lahey  and  South  Shore  application  and,  therefore,  had  to  be  processed 
within  the  same  timeframes  as  those  mandated  by  court  orders. 

Various  state  agencies  and  other  independent  parties,  including 
representatives  from  the  Massachusetts  Business  Roundtable,  Blue  Cross  and 
Blue  Shield,  and  the  Massachusetts  Taxpayors  Foundation,  Inc.,  participated 
in  the  recent  Governor's  Cost  Containment  Coalition.  One  the  Coalition's 
recommendations  was  that  a  cap  be  placed  on  Determination  of  Need  approvals 
based  on  af fordability.  This  recommendation  was  subsequently  incorporated 
into  Department  of  Public  Health's  proposed  Determination  of  Need  budget 
guidelines  which  specifies  a  target  ceiling  of  $54  million  in  incremental 
operating  costs  for  applications  to  be  filed  within  the  one  year  period 
beginning  September  1,  1983.  Staff  was  very  active  within  the  Governor's 
Cost  Containment  Coalition,  as  well  as  within  various  other  task  forces. 

Major  applications  which  were  reviewed  during  the  fiscal  year  are: 

Lahey  Clinic  -       proposed  addition  of  150  beds  ^ 

Maximum  Capital  Expenditure  of  $27  million 

South  Shore 

Hospital  -       proposed  addition  of  153  beds 

Maximum  Capital  Expenditure 

Ouincy  City 

Hospital  -       proposed  replacement  of  the  entire 

facility 

Maximum  Capital  Expenditure  of  $99  million 

Emerson  Hospital    -       proposed  addition  of  44  beds 

Maximum  Capital  Expenditure  of  $16.5 
million 

Other  Hospital  Bureau  Activities 

1.  Acute  Hospitals 

The  Commission's  responsibility  to  set  rates  paid  to  acute  hospitals 
for  publicly-aided  patients  other  than  Medicaid  and  for  Industrial  Accident 
patients  was  note  changed  by  Chapter  372.  For  Fiscal  Year  1983,  these 
rates  were  set  in  the  same  manner  as  in  previous  years.  During  the  year 
however,  staff  developed  regulations  to  make  the  methodologies  for  these 
rates  consistent  with  the  way  rates  are  set  under  Chapter  372,  beginning  in 
Fiscal  Year  1984.  The  new  methodologies  will  have  several  advantages  over 
the  old:  they  incorporated  the  innovative  cost  containment  principles  of 
Chapter  372;  they  make  the  system  more  fully  "all-payor" ,  further  reducing 
the  potential  for  cost-shifting  among  payors;  and  they  are  administratively 
simpler  and  more  equitable. 

2.  ^^on-Acute  Hospitals 
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In  addition  to  the  acute  hospitals  governed  by  Chapter  372,  there  are 
many  non-acute  hospitals  in  the  Corrmonwealth  for  whose  rates  the  Commission 
is  responsible.  These  are  primarily  chronic,  rehabilitation  or  psychiatric 
hospitals,  and  include  a  number  of  state  institutions.  There  were  no 
substantial  changes  during  Fiscal  Year  1983  in  the  way  rates  are  determined 
for  these  hospitals. 

B.     BUREAU  OF  LONG  TERM  CARE 

Reimbursement  System 

The  Bureau  of  Long  Term  Care  annually  sets  rates  of  reimbursement  for 
Long-Term  Care  and  Residential  Care  providers  of  services  to  publicly-aided 
patients.  Long-Term  Care  providers  are  defined  as  those  which  offer 
skilled  or  intermediate  levels  of  nursing  care  or  a  combination  of  both. 
They  are  frequently  referred  to  as  nursing  homes.  Residential  Care 
providers,  or  rest  homes,  offer  custodial  care  which  excludes  all  but  a 
minimum  of  nursing  services,  usually  on  a  consultant  basis. 

The  method  of  reimbursement  which  is  used  for  Long-Term  Care  facili- 
ties is  retrospective,  in  that,  the  Commission  establishes  a  per  diem  rate 
for  each  Long-Term  Care  provider  based  on  its  own  individual  and  historical! 
cost  as  reported  with  a  cost  adjustment  factor  added  on.  Subsequently,  a" 
final  per  diem  rate  is  established  on  a  calendar  year  basis  which 
supercedes  the  interim  rate  and  a  settlement  is  made  to  or  by  the  purchas- 
ing agency. 

The  method  of  reimbursement  for  Residential  Care  facilities  had  been 
retrospective  until  January  1,  1982.  Effective  that  date,  Residential  Care 
providers  were  issued  prospective  per  diem  rates.  Prospective  per  diem 
rates  are  established  from  an  historical  cost  report  with  a  cost  adjustment 
factor  added  on.    However,  there  is  no  final  settlement. 

The  primary  purchaser  of  Long-Term  Care  and  Residential  Care  services 
is  the  Department  of  Public  Welfare  through  the  Medicaid  program.  Rates 
paid  by  the  Division  of  the  Blind  and  Veterans'  Services  are  also  based  on 
the  Commission's  rate  computations. 

Rate  Activity 

During  Fiscal  Year  1983,  the  Commission  certified  3,266  rates.  A 
substantial  part  of  this  activity  was  for  amended  rates.  For  example,  on 
January  1,  1983,  all  prospective  rates  for  Residential  Care  Facilities  were 
increased  by  seven  and  one-half  per  cent  (7-i%)  •  Long-Term  Care  facilities 
had  three  rate  amendments  in  addition  to  the  regular  interim  and  final 
rates.  On  July  1,  1982,  all  Long-Term  Care  rates  were  increased  by  two  per 
cent  (2%)  for  the  period  July  1,  1982  to  September  30,  1982.  This  was  done 
to  accommodate  Chapter  776  of  the  Acts  of  1981  which  changed  the  effective 
date  of  interim  rates  from  July  1  to  October  1  of  each  year.  On  October  1, 
1982,  the  regularly  computed  interim  rates  became  effective. 

Two  more  additional  amendments  took  place  during  the  fiscal  year.  On 
January  1,  1983,  the  Commission  reduced  all  interim  rates  to  reflect  the 
substantial   reduction   in   the   prime    interest   rate.     A   special  working 
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capital  allowance  had  been  established  in  the  interim  rate.  This  allowance 
which  was  imputed  into  all  Long-Term  Care  rates  was  based  on  the  average 
net  Medicaid  Receivables  at  the  prime  rate  of  interest.  When  these 
regulations  were  established,  the  prime  rate  was  seventeen  per  cent  (17%)  . 
By  emergency  regulation,  the  Commission  adjusted  this  provision  to  twelve 
per  cent  (12%)  which  was  considerably  more  reflective  of  the  economic 
conditions.  On  April  1,  1983,  all  Long-Term  Care  rates  were  again  reduced. 
This  change  reflected  a  substantial  decline  in  the  rate  of  inflation,  a 
decline  in  the  indices  for  return  on  equity  and  a  recognition  of  recent 
changes  in  the  Department  of  Public  Health's  regulations  which  establish 
the  criteria  for  the  outstanding  compliance  bonus. 

Audit  Activity 

The  Bureau  conducted  fifty  on-site  field  audits  during  the  fiscal 
year.  In  addition,  a  major  effort  was  made  to  process  the  one  hundred  and 
forty  (140)  on-site  audits  which  were  conducted  by  contractors  for  the 
Department  of  Public  Welfare. 

Regulatory  Changes 

During  fiscal  year  1983,  several  significant  regulatory  changes  took 
place.  A  new  rate  element  called  Equity  Supplement  was  added  to  Long-Term 
Care  rates.  Since  1976,  the  Commission  has  not  allowed  any  rate 
recognition  of  appreciated  values  in  real  estate.  This  policy  was  created 
in  reaction  to  the  over-generous  policies  in  existence  prior  to  that  time 
and  the  attendant  abuse.  Equity  Supplement  is  an  allowance  based  on 
building  depreciation  allowed  to  providers  for  the  period  July  1,  1976 
through  December  31,  1982.  This  value  will  be  added  to  existing  equity  and 
will  be  included  in  the  computation  of  average  equity  capital.  One  of  the 
major  features  of  this  new  benefit  to  the  Long-Term  Care  industry  is  that 
it  accrues  to  providers  without  the  necessity  of  transferring  the  nursing 
home. 

Another  regulatory  change  which  was  significant  was  the  establishment 
of  allowable  interest  rates  for  long-term  financing.  This  change 
eliminated  inflexible  ceilings  which  were  replaced  by  ceilings  which  are 
established  by  current  indices.  By  making  this  change,  the  Commission  made 
the  allowable  interest  rates  for  long-term  financing  more  realistic.  In 
addition,  this  change  eliminated  the  time-consuming  process  of  processing 
exceptions  to  the  ceilings  which  the  prior  regulations  allowed. 

Administrative  Improvements 

During  fiscal  year  1983,  a  data  processing  technique  was  perfected 
which,  along  with  changes  in  the  cost  reporting  forms,  allowed  the 
Commission  to  realize  substantial  savings  by  making  its  statistics  more 
precise.  Some  270  Long-Term  Care  facilities  pay  a  management  fee  to  an 
affiliated  management  company.  Such  fees  have  been  included  in  the 
allowable  costs  for  statistical  purposes  but  not  for  rate-making  purposes. 
For  rate  purposes,  the  management  fees  are  disallowed  and  an  allocated 
allowable  amount  is  imputed  back  into  the  rate  computation.  By  combining 
both  its  accounting  and  data  processing  resources,  the  Bureau  of  Long-Term 
Care  was  able  to  reflect  only  the  net  allowable  management  costs  in  its 
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statistics.  This  administrative  irrprovement  will  save  substantial  amounts 
of  public  expenditures  by  its  impact  on  both  the  ceilings  for  reason- 
ableness and  the  bonus  incentive  program  which  is  affected  by  relative 
efficiency. 

Another  administrative  improvement  which  combined  both  the  accounting 
and  data  processing  skills  of  the  Bureau  of  Long-Term  Care  was  the  de- 
velopment of  the  Audit  Identification  Management  (AIM)  program.  This  data 
processing  application  in  which  the  Bureau  of  Long-Term  Care  was  assisted 
by  attorneys  in  the  Attorney  General's  Medicaid  Fraud  Control  Unit 
identifies  the  most  outstanding  candidates  for  on-site  audit  activity. 
While  this  improvement  was  conceived  and  developed  in  fiscal  year  1983,  its 
application  was  deferred  due  to  budgetary  constraints. 

Special  Activities 

During  the  year,  the  Bureau  of  Long-Term  Care  participated  in  inter- 
agency work  groups  which  monitored  three  patient  protector  receivers. 
These  receivers,  appointed  under  Chapter  528,  of  the  Acts  of  1981,  were 
required  to  operate  Long-Term  Care  facilities  which  had  been  identified  by 
the  Department  of  Public  Health  as  in  need  of  court  intervention  for 
patient  care  reasons.  One  such  facility  was  closed  in  less  than  two  months 
and  required  the  transfer  of  well  over  100  patients  in  that  brief  time. 

A  pilot  project  was   established   in   two   locations    for  psychiatric 
patients  in  nursing  homes.    This  project  which  is  monitored  by  an  inter- 
agency work  group  provides   for   supplementary  payments  of  approximately 
$12.00  per  diem  for  the  special  needs  of  a  group  of  patients  from  state 
hospitals . 

During  the  year,  the  Bureau  of  Long-Term  Care  continued  its  efforts  to 
keep  providers  and  accounting  practitioners  informed  of  new  developments 
and  policies.  Bureau  staff  met  regularly  with  the  Long-Term  Care  Committee 
of  the  Massachusetts  Society  of  Certified  Public  Accountants  and  made 
presentations  at  its  annual  Technical  Session  on  Long-Term  Care.  Other 
presentations  were  made  to  the  United  Health  Organization  and  the 
Massachusetts  Federation  of  Nursing  Homes. 

C.      Bureau  of  Community  and  Mon- Institutional  Services; 

Introduction 

The  Bureau  of  Community  and  Non- Institutional  Services  establishes 
rates  for  a  wide  range  of  services  to  which  a  variety  of  rate  setting 
policies  and  methodologies  are  applied.  The  thirty-one  regulations  written 
and  maintained  by  the  bureau  encompass  ambulatory  health  care  services  in 
free  standing  settings;  individual  medical  and  surgical  services  provided 
by  physicians,  dentists,  and  private  duty  nurses;  home  care  provided  by 
homemakers  and  home  health  aides;  supplemental  services  such  as  ambulance 
and  clinical  laboratory  services;  and  goods  and  services  supplied  by  retail 
medical  suppliers  of  pharmaceuticals  and  durable  medical  equipment. 

In  general,  the  work  of  this  bureau  is  directed  toward  services  which 
either  complement  or  serve  as  alternatives  to  inpatient  hospital  or  nursing 
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hone  care.  As  the  health  care  system  has  sought  to  become  more  responsive 
to  the  needs  of  individuals  and  has  created  other  options  to  traditional 
forms  of  care,  the  variety  of  programs  offered  in  ccmmunity  and 
non- institutional  settings  has  increased.  Thus,  the  regulations  and 
contracts  administered  by  this  bureau  continue  to  grow  and  change  every 
year. 

The  primary  objective  of  the  bureau  is  to  establish  reimbursement 
rates  used  by  governmental  agencies  and  by  purchasers  under  the  Workmen's 
Compensation  Act  in  making  payments  to  eligible  providers  of  services  to 
publicly-aided  individuals  and  industrial  accident  patients.  In  so  doing, 
the  bureau  attempts  to  develop  methodologies  which  will  encourage  cost 
containment  while  at  the  same  time  providing  incentives  for  the  expansion 
of  those  services  which  state  policy  has  emphasized  as  priorities. 

The  work  of  this  bureau  consists  of  two  major  efforts:  (1)  research 
activities  which  are  geared  toward  developing  methodologies  used  in 
determining  rates  and  (2)  audit  activities  which  both  support  the  efforts 
of  the  research  staff  in  developing  methodologies  and  set  the  rates  in 
accordance  with  current  regulations. 

In  developing  rate  setting  methodologies  a  number  of  complex  issues 
must  be  taken  into  consideration.  One  of  the  most  difficult  is  the  rela- 
tionship between  costs  and  charges.  Data  on  the  actual  cost  of  delivering 
services  is  not  always  available  for  all  provider  groups  and  charge  data 
which  is  sometimes  more  readily  available  may  not  always  reflect  the  actual 
costs  of  delivering  services.  Even  when  cost  data  is  available  (as  for 
community  health  centers,  home  health  agencies)  it  raises  problems,  as  the 
pass-through  of  all  costs  does  not  create  incentives  for  providers  to 
control  costs.  Thus,  in  setting  rates,  the  bureau  carefully  analyzes  the 
data  and  attempts  in  its  methodologies  to  provide  positive  incentives  for 
cost  control,  and,  where  indicated  by  state  policy,  the  expansion  of 
services . 

1.      Types  of  Rates 

The  rates  promulgated  by  the  bureau  usually  fall  into  three  categories 
-  flat  rates,  individual  rates,  and  variable  flat  fees. 

(a)    A  flat  rate  is  a  single  fixed  rate  applied  to  a  group  of  provid- 
ers regardless  of  specific  individual  costs  or  charges.  Every 
provider  covered  by  one  regulation  receives  the  same  rate  for  a  particular 
service.     The  rates  are  established  for  units  of  service  which  may  be  an 
hour,  a  session,  a  visit,  or  a  day. 

Many  variations  of  flat  rates  have  been  developed  to  meet  the  specific 
needs   of   different   provider   groups    and  of   different   state  purchasing 
agencies.  Regulations  for  community  services  which  use  flat  rate  metho- 
dologies   include    free-standing   mental    health   clinics,    adult   day  care 
programs,  and  rehabilitation  clinics. 

For  non-institutional  providers,  a  flat  rate  is  most  often  employed 
because  of  the  large  number  of  these  practitioners  and  because  of  the 
homogeneous  nature  of  their  services  regardless  of  where  they  are  rendered 
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or  by  whom.  Health  care  given  by  individual  practitioners  such  as  physi- 
cians, dentists,  audiologists ,  psychologists,  private  duty  nurses, 
chiropractors,  and  other  specialized  professionals  are  reimbursed  at 
fee-for-service  flat  rates.  For  those  providers  who  offer  a  combination  of 
professional  services  and  products  such  as  pharmacists,  prosthetists ,  and 
orthodontists,  the  rates  generally  reflect  the  cost  of  the  product  plus  a 
mark-up,  or,  in  the  case  of  pharmacists,  a  dispensing  fee.  The  mark-up 
or  dispensing  fee  is  intended  to  cover  overhead  and  to  allow  some  margin  of 
profit  for  the  providers. 

In  setting  ncn- institutional  service  rates,  the  following  data  is 
reviewed  when  available:  usual  and  customary  charge  information  collected 
from  provider  organizations,  third  party  payors  and  other  governmental 
agencies;  cost  surveys;  Medicaid  rates  from  other  states;  and  federal 
guidelines  and  Medicare  data.  In  addition,  national  and  state  health 
policy  is  examined  for  reimbursement  implications. 

In  setting  rates  for  some  providers  this  year,  research  analysts  in 
the  bureau  designed  simple  economic  models  to  test  the  adequacy  of  rates. 
These  models  use  assumptions  about  the  necessary  costs  incurred  for  such 
variables  as  salary  and  overhead,  to  test  the  ability  of  the  rates  to  cover 
costs.  Data  from  which  the  assumptions  are  derived  are  gathered  from 
national  and  regional  studies  as  well  as  surveys  undertaken  by  the  Commis- 
sion. 

(b)  Individual  cost-based  rates,  unlike  class  rates  are  computed  on 
an  individual  provider  basis.  The  level  of  reimbursement  is  established 
after  the  allowable  costs  of  the  specific  provider  are  determined.  The 
methodology  for  an  individual  rate  provides  incentives  for  cost  containment 
by  building  into  it  limits  or  minimum  standards  on  such  variables  as 
overhead,  and  productivity.  Provider  groups  covered  by  regulations  that 
employ  this  cost-based  methodology  are  psychiatric  day  treatment  centers, 
home  health  agencies,  and  caiminity  health  centers. 

The  advantage  of  such  a  methodology,  as  demonstrated  by  the  community 
health  centers  regulation,  is  that  it  allows  consideration  of  individual 
costs  and  program  components  which  set  a  particular  provider  group  apart 
from  other  provider  groups,  as  well  as  from  each  other.  Individual  rates 
recognize  the  utilization  of  different  inputs,  the  provision  of  varying 
levels  of  support  services,  and  the  existence  of  different  areas  of  effi- 
ciency. 

(c)  Variable  Flat  Fees  Each  of  the  two  types  of  rates  discussed 
above  have  inherent  disadvantages.  A  flat  rate  may  not  allow  for  diversity 
within  the  provider  group.  On  the  other  hand,  an  individual  cost-based 
rate  may  not  provide  incentives  to  control  costs  as  the  rate  will  decrease 
as  costs  decrease.  In  an  attempt  to  deal  with  these  issues,  the  bureau  has 
looked  into  setting  "variable  flat  fees".  In  this  approach,  flat  rates  are 
assigned  to  sub  groups  within  a  provider  category.  This  approach  has  the 
advantages  of  the  flat  rate  methodology,  yet  still  allows  for  diversity 
within  a  provider  group.  The  first  attempt  to  use  this  methodology  was  in 
the  homemaker  regulation.  In  this  regulation,  agencies  were  grouped  into 
nine  categories  according  to  volume  and  a  flat  rate  was  assigned  to  each 
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category.  The  Bureau  has  been  working  to  extend  this  approach  to  other 
regulations . 

2.  Regulations 

During  Fiscal  Year  1983,  thirteen  regulations  were  reviewed  by  the 
Commission  and  adopted.  Another  four  were  reviewed  and  as  of  June  30, 
1983,  were  awaiting  public  hearing  cr  final  adoption. 

Regulations  or  Amendments  Adopted; 

(a)  Ambulance  Services  -  114.3  CMR  27.00 

Rates  were  adopted  using  cost  surveys  completed  by  ambulance 
providers.    Adjustments  were  made  to  providers'  costs  to 
account  for  productivity,  profit,  mileage  and  inflation. 

(b)  Chiropractor  Services  -  114.3  CMR  28.00 

An  inflation  adjustment  was  applied  to  1980  rates.  Office 
visit  fees  were  increased  by  31%  and  radiology  procedure  fees  ~ 
were  increased  by  5%. 

(c)  Ctonrnunity  Health  Center  -  114.3  CMR  4.00 

The  basic  methodology,  which  allows  for  individual  cost-based 
rates  subject  to  utilization  norms  and  overhead  caps  was  not 
changed.    Amendments  were  adopted,  however,  which  changed 
some  of  the  values  used  in  the  methodology.    The  productivity 
standard  was  decreased  to  4,000  units  per  FTE.    The  cost 
adjustment  factor  this  year  v/as  1.109  based  on  an  annual 
inflation  rate  of  6.4%  compounded  for  20  months. 

(d)  Core  Evaluation  -  114.3  CMR  30.00 

Rates  for  complete  core  evaluations  were  updated  by  a  revision 
factor  equal  to  a  weighted  average  of  the  rate  increases 
allowed  since  1975  under  three  other  Bureau  of  Ccmmunity  and  Non- 
Institutional  Services'  regulations  whose  services  approxi- 
mately correspond  to  the  three  components  of  the  core  evaluation. 

(e)  Dental  Services  -  114.3  CMR  14.00 

An  inflation  factor  of  3%  was  applied  to  fiscal  year  1982 
rates.    This  factor  was  derived  by  applying  various  inflation 
projections  to  cost  categories  derived  from  an  American 
Dental  Association  Survey  of  dental  practices  in  New  England. 

(f)  Home  Health  Agencies  -  114.3  CMR  3.00 

The  1983  review  of  the  home  health  agencies'  regulation  con- 
sisted of  the  resolution  of  a  complicated  and  controversial 
policy  question  concerning  contractual  overhead  and  the 
extension  of  the  regulation's  cost  containment  provision  to 
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therapy  services. 

As  a  result  of  provider  input  and  intra-Eureau  discussions 
during  Fiscal  Year  1983,  we  developed  a  new  way  to  treat 
contracted  services  for  the  purpose  of  determining  an 
agency's  maximum  allowable  overhead. 

The  January,  1983  revision  established  a  ceiling  on  increases 
in  the  rates  for  therapy  services.    The  imposition  of  such 
a  ceiling  was  necessitated  by  the  substantial  increases  and 
variation  in  these  rates  during  the  past  two  years.    In  the 
absence  of  data  on  which  we  could  base  a  productivity  standard 
for  therapy  services  we  incorporated  a  ceiling  that  caps  82/83 
rates  at  the  lower  of  the  rates  as  calculated  in  the  regulation; 
the  HSA  mean  charge  for  the  specific  therapy;  or  the  agency's 
1981-82  therapy  rate  plus  7.8%  (the  annual  rate  of  inflation 
in  the  regulation) . 

(g)  Homemaker/Home  Health  Aide  Services  -  114.3  CKR  11.00 

The  variable  flat  rates  were  inflated  by  6.2%.    In  response 
to  concerns  of  providers  and  unions  representing  the  home- 
makers  two  provisions  were  added  to  the  regulation:  one 
establishes  an  overhead  cap;  another  makes  explicit  the 
requirement  that  home  care  corporations  as  well  as  all 
governmental  units  pay  these  rates. 

(h)  Independent  Living  Services  -  114.3  CMR  9.00 

An  18.6%  increase  in  the  hourly  rate  of  personal  care 
attendants  (from  $4.25  -  $5.04)  was  given  based  on  consideration 
of  the  functions  performed  by  personal  care  attendants  and 
examination  of  rates  for  similar  services  set  by  the  Commission. 
No  increases  for  other  services  were  given.    Instead,  the 
regulation  allows  for  the  rates  to  be  negotiated  by  the  state 
agency  and  each  provider  is  subject  to  Pate  Setting  Commission 
approval.  Guidelines  for  these  negotiations  are  clearly  defined 
in  the  regulation. 

(i)  Mental  Health  Centers  -  114.3  CMR  6.00 

A  major  research  effort  resulted  in  developing  service  specific 
rates.    Although  the  flat  rate  system  was  maintained,  for  the 
first  time  the  rates  reflect  costs  associated  with  specific 
cost  centers.    On  average,  the  proposed  rates  represent  an 
average  increase  of  20%  over  a  two  year  period. 

(j)    Prescribed  Drugs  -  114.3  CMR  31.00 

The  fiscal  year  1983  review  of  the  pharmacy  regulation  consisted 
of  an  inflationary  adjustment  to  the  dispensing  fee  which  was 
promulgated  last  year  following  an  extensive  cost  study  of  the 
retail  pharmacy  industry  in  Massachusetts. 
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In  order  to  adjust  the  fee  for  the  82/83  rate  year  (July  1, 
1983  -  June  30,  1984),  we  constructed  an  inflation  forecast 
specific  to  the  retail  pharmacy  business.    We  blended  the 
Pate  Setting  Commission's  Hospital  Bureau  inflation  projections 
(developed  in  conjunction  with  Harbridge  House)  with  historical 
cost  data  for  retail  pharmacy  operations  published  annually 
in  the  Lilly  Digest.    This  blended  forecast  methodology  was 
developed  to  address  difficulties  with  solely  applying  either  the 
Lilly  Digest  annual  percentage  changes  in  cost  or  the  hospital 
bureau  projections. 

Application  of  the  blended  forecasting  methodology  for  the 
82/83  rate  year  resulted  in  a  2.5%  increase  in  the  dispensing 
fee  from  $2.85  to  $2.92  per  prescription. 

(k)    Prostheses  and  Prosthetic  Devices  -  114.3  CMR  34.00 

Pates  for  prostheses  and  prosthetic  devices  were  increased  11% 
effective  November  1,  1982.    This  increase  was  calculated  to 
cover  increases  in  material  and  labor  for  a  period  of  one  year. 

(1)    Rehabilitation  Clinics  -  114.3  CMR  5.00 

A  survey  was  undertaken  to  collect  information  from 
Rehabilitation  Clinics  on  average  salaries  and  productivity. 
The  results  of  this  survey  were  used  to  model  a  fair  rate 
for  an  average  efficient  provider.    This  resulted  in  an 
average  increase  of  20.6%  over  the  rates  of  payment 
approved  in  1978. 

(m)    Restorative  Services  -  114.3  CMR  21.00 

Restorative  office  visit  rates  for  occupational  and  physical 
therapy  services  were  increased  by  an  average  of  5.9%. 
Additionally,  the  speech  pathology  comprehensive  evaluation  fee 
was  increased  22.7%  (from  $44  to  $54). 

Regulations  awaiting  Public  Hearing  or  Final  Adoption  as  of  7/1/83 

(a)  Private  Duty  Nursing  Care  -  114.3  CMR  24.00 

The  proposed  regulation  was  revised  to  set  separate  rates 

for  individual  practitioners  and  provider  agencies.  Rates 

for  individuals  were  adjusted  for  two  years  of  inflation  by 

12%  over  the  previous  rates.    Agency  rates  were 

based  on  the  individual  rates  and  an  overhead  factor  of  28% 

The  regulation  was  also  clarified  as  governing  all  types  of  home 

nursing  visits,  including  respite  care. 

(b)  Surgery,  Medical  and  Radiology  -  114.3  CMR  16.00,  17.00  and  18.00 

After  two  years  of  extensive  research  a  regulation  was  proposed 
for  public  hearing  which  did  the  following: 
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1.  Increased  primary  care  rates  (office  visits)  by  substantial 
amounts.    For  the  four  most  prevalent  procedures  codes 
these  increases  ranged  from  4%  for  a  routine  office  visit 
to  70%  for  an  extended  office  visit. 

2.  Reduced  rates  for  25  surgical  procedures.  (Approximately 
a  total  reduction  of  $286,000  in  a  $50,000,000  program.) 

3.  Kept  all  other  surgical,  radiological  and  anesthesia 
procedures  the  same. 

This  proposal  was  based  on  a  relative  value  model  that  was  developed 
by  Professors  Hsaio  and  Stason  of  the  Harvard  School  of  Public  Health  for 
HCFA.  The  Hsaio/Stason  model  ranks  27  procedures  relative  to  each  other  in 
terms  of  resource  costs  such  as  overhead,  training,  time,  and  complexity  of 
doing  the  procedure.  Their  model  shows  dramatically  that  surgical 
procedures  have  in  the  past  been  overvalued  relative  to  office  visits.  We 
adapted  their  model  to  all  2400  Medicaid  procedures.  Although  initially  we 
intended  to  reduce  rates  for  all  procedures  when  the  adapted  model  so 
indicated,  after  meeting  with  the  Massachusetts  Medical  Society  we  decided 
to  reduce  only  those  rates  which  Hsaio  and  Staso  had  specifically  studied 
(i.e. ,  the  25  surgical  procedures)  and  in  cases  where  other  surgical*! 
procedures  were  to  have  decreased  based  on  our  adapted  model  we  would  leave 
them  the  same. 

Our  proposal  was  based  on  the  public  policy  and  economic  consider- 
ations that  primary  care  and  office  visits  have  been  under  valued  in  the 
past  and  should  be  increased  relative  to  surgical  procedures  in  order  to 
compensate  for  this  and  in  order  to  encourage  the  delivery  of  these 
services.  Although  this  general  philosophy  has  been  widely  advocated 
recently  by  health  econcmicsts  as  well  as  health  policy  specialists,  this 
is  the  first  time  that  such  a  system  has  been  implemented  in  the  United 
States . 

3.      Innovative  Reimbursement  Programs 

Although  there  has  been  a  well-publicized  "crisis"  in  the  cost  of 
health  care  for  several  years,  recent  economic  developments  have  led  to 
renewed  and  intense  pressure  from  all  payers  to  control  the  price  tag  of 
health  care.  As  corporations  and  municipalities  closely  scrutinized  their 
budgets  in  the  fate  of  the  1981-02  recession  and  simultaneously  medical 
care  price  increases  contradicted  the  declining  inflation  registered  by 
price  changes  in  other  sectors  of  the  economy,*  purchasers  of  health  care 
began  to  develop  aggressive  innovative  alternatives  to  the  predominate  fee 
for  service  system. 


*The  CPI-U  All  Items  fell  from  10.4%  in  1981  to  3.9%  in  1982;  for  the  same 
time  period  the  increase  in  the  medical  component  of  the  CP I  only 
decreased  from  11.8%  to  11.0%. 
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Concurrent  with  these  nationwide  economic  trends,  the  Cormonwealth 
obtained  a  waiver  from  the  new  Medicare  DRG  system  and  launched  an 
innovative  all  payer  reimbursement  system  of  its  own  (Chapter  372)  for 
acute  care  hospitals.  The  non- institutional  sector  in  turn  is  beginning  to 
feel  the  impact  of  a  tighter  hospital  reimbursement  system  as  acute  care 
facilities  seek  to  capitalize  on  Chapter  372  financial  incentives  by 
unbundling  ancillary,  home-health,  and  nursing  home  services.  We  are 
monitoring  these  developments  closely  to  insure  that  expansion  of 
non-institutional  care  is  an  appropriate  alternative  and  not  addition  to 
the  inpatient  system. 

Innovative  reimbursement  programs  within  the  Bureau  of  Contnunity  and 
Non- Institutional  Services  can  be  divided  into  two  categories:  contractual 
initiatives  between  providers  and  either  Blue  Cross  or  the  Conmonwealth  to 
provide  the  same  package  of  health  benefits  through  a  managed  health 
payment  mechanism  (usually  a  prepaid  capitation  payment  vs.  fee-for-service 
system) ;  and  pilot  contracts  or  demonstration  projects  which  require  the 
development  of  a  reimbursement  methodology  for  new  services  —  previously 
non-reimbursable  —  which  may  be  more  cost  effective  alternatives  to 
inpatient  care. 

In  the  first  category,  during  Fiscal  Year  1983,  Bureau  of  Community i 
and   Non- Institutional    staff   conducted   extensive    analyses    of    cost  and 
utilization  data  to  develop  rates  for  the  following  contracts: 

e       HMO/DPW  Medicaid  Contracts 

Harvard  Community  Health  Plan 
Valley  Health  Plan 
Fallon  Health  Plan 
Healthway  (proposed) 

•  DPW  Managed  Health  Contracts 

Urban  Medical  Group  -  Severely  Disabled 
Urban  Medical  Group  -  Nursing  Home  Care 
Boston  Health  Plan 

Neighborhood  Health  Centers  Case  Management  Program 
Commonwealth  Health  Care  Corporation  Planning  Document 

•  Blue  Cross  Pilot  Contracts 

Coordinated  Home  Health  Care 
Mental  Health  Center  Pilot 
Neighborhood  Health  Center  Pilot 

c       DPW  Volume  Purchase  Contracts 

Vision  Care  -  Eyeglass  Frames  and  Lenses 
Durable  Medical  Equipment  -  Wheelchairs 

Examples  of  the  second  category  of  innovative  programs  include  five 
pilot  Blue  Cross  contracts   to  provide   hospice   services   to  Blue  Cross 
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subscribers  and  participation  in  the  development  of  Determination  of  Need 
(DON)  guidelines  for  a  demonstration  of  ambulatory  surgery  centers. 

4.  Audit  Staff  Activities 

a.  Audits 

During  Fiscal  Year  1983  staff  conducted  328  desk  audits  and  32 
field  audits  for  the  following  provider  groups:  Community  Health 
Centers;  Community  Mental  Health  Centers;  Home  Health  Agencies; 
Homemaker  Agencies;  Psychiatric  Day  Treatment  Facilities; 
Ambulance  Companies  and  Pharmacies. 

b.  Rate  Calculations 

Under  the  Heme  Health  Agency  regulation,  agencies  are  required 
to  submit  cost  reports  once  a  year.    Six  months  after  the  close 
of  each  agency's  fiscal  year,  staff  has  to  calculate  rates  of 
reimbursement.    This  regulation  also  has  an  administrative 
adjustment  section  as  well  as  a  management  initiative  provision. 
In  Fiscal  Year  1983,  264  rates  of  reimbursement  were  processed 
under  this  regulation.    The  audit  staff  also  set  rates  for  32  " 
community  health  centers,  145  homemaker  agencies  and  3  psychi- 
atric day  treatment  facilities. 

c.  Audit  Systems 

During  Fiscal  Year  1983,  the  audit  staff  continued  to  refine  its 
field  audit  program  which  enabled  staff  to  do  audits  with  a  con- 
sistent approach  to  the  audit.  The  audit  staff  also  provided 
technical  input  in  the  development  of  a  new  home  health  agency 
regulation. 

Other  Activities 

The  audit  staff  provides  studies  as  well  as  technical  assistance  in 
the  development  of  regulations.  Individuals  actively  participated  in  the 
design  of  the  following  regulations  by  compiling  and  verifying  the  accuracy 
of  data:  homemaker;  home  health  agencies;  community  health  agencies; 
community  health  centers;  mental  health  centers;  rehabilitation  clinics, 
pharmacy  and  ambulance  providers. 

In  order  to  aid  providers  in  filling  out  cost  reports  and 
understanding  the  rate  setting  process,  the  audit  staff  meets  with 
providers  on  an  ongoing  basis. 

5.  Contract  Review  and  Final  Settlement 

In  addition  to  establishing  rates  and  writing  regulations,  the 
Bureau  reviewed  contracts  and  performed  audits  for  the  purpose  of  final 
settlement  between  Blue  Cross  and  various  providers  such  as  health  main- 
tenance organizations,  pharmacies,  mental  health  centers,  detoxification 
facilities,  and  home  health  agencies.  During  FY  1983  contracts  were 
approved  between  Blue  Cross  and  mental  health  centers    (129);  pharmacies 
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(95);  detoxification  centers  (9);  suppliers  of  medical  equipment  (35);  day 
care  center  payment  agreements  (16);  suppliers  of  hearing  aids  (5);  and 
coordinated  home  health  care  agency  agreements  (28) . 

6.      Other  Activities 

In  addition  to  their  Rate  Setting  responsibilities  members  in  the 
Bureau  work  with  other  state  agencies  to  ensure  that  reimbursement  policy 
is  consistent  with  state  policy  for  the  provision  of  health  care  services. 
They  also  work  with  providers  to  interpret  Commission  policy  to  them  and  to 
receive  input  from  groups  who  are  subject  to  Bureau  regulation.  During 
Fiscal  Year  1983  staff  participated  in  the  following: 

(a)  Adult  Day  Health  Services  Interagency  Committee 

(b)  Technical  Advisory  Committee  for  Dental  Case  Management  Program 

(c)  Long  Term  Care  Channelling  Grant  Advisory  Committee  »_ 

(d)  Steering  Committee,  Commonwealth  Health  Care  Corporation 

(e)  Reimbursement  Committee,  Commonwealth  Health  Care  Corporation 


(f )    Birthing  Center  Task  Force 


Summary 

During  this  year  the  Bureau  has  undertaken  several  major  research 
efforts  and  has  totally  revamped  some  regulations  while  updating  others  on 
a  more  limited  basis.  Several  major  innovations  have  been  made  which 
provide  incentives  for  providers  to  control  costs.  Audit  systems  have 
continued  to  be  streamlined  with  the  aim  of  enabling  staff  to  concentrate 
on  field  audits.  As  Blue  Cross  and  Medicaid  continues  to  expand  their 
contracts  with  non-institutional  providers,  more  attention  has  been  paid  to 
developing  guidelines  for  approving  these  contracts  and  tying  them  into 
already  existing  rates  wherever  possible.  In  addition,  the  Bureau 
continued  to  become  more  involved  in  the  many  new  health  care  initiatives 
being  developed. 
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D.      Bureau  of  Educational  and  Social  Services: 


The  Rate  Setting  Commission's  responsibility  for  setting  rates  of 
payment  for  educational  and  social  services  purchased  by  agencies  of  the 
Commonwealth  is  fulfilled  by  the  Bureau  of  Educational  and  Social  Services 
(BESS) .  BESS  develops  rates  for: 

—  Special  education  purchased  by  Local  Education  Authorities  and  the 
Department  of  Education  under  the  Chapter  766  and  750  special 
education  laws. 

—  Group  care  purchased  by  the  Department  of  Social  Services. 

—  Day  care  purchased  by  the  Department  of  Social  Services. 

—  Foster  care  purchased  by  the  Departments  of  Social  Services  and 
Youth  Services. 

—  Secure  detention  programs  used  by  the  Department  of  Youth  Services. 
Fiscal  Year  1983  Highlights 

1.  Rate  Setting  Activity 

During  Fiscal  Year  1983,  BESS  staff  computed  770  rates:  approximately 
half  were  developed  from  "desk"  audits  of  cost  reports;  the  remaining  were 
developed  from  provider /purchasing  agency  negotiations.  Approximate  dollar 
volume  of  these  770  rates  was  in  excess  of  $235,000,000. 

An  additional  680  rates  proposed  by  staff  were  negotiated  between 
providers  and  the  Department  of  Social  Services  on  the  basis  of  the 
Commission's  maximum  allowable  rates  for  the  different  types  of  day  care 
programs.    Day  care  dollar  volume  approximated  $41,000,000. 

Finally,  on  the  basis  of  Fiscal  Year  1982  cost  reports  submitted  early 
in  Fiscal  Year  1983,  a  number  of  programs  were  taken  under  Administrative 
Review  to  determine  the  appropriateness  of  their  Fiscal  Year  1982  rates. 
Those  rates  found  to  be  excessive  due  to  failure  to  provide  specified 
services  or  expenditures  for  unauthorized  services  or  capital  costs  were 
recertified  by  the  Commission.  These  recertifications  enable  the 
purchasing  agencies  to  recoup  monies  inappropriately  paid  to  providers. 

2.  Procedural  Changes 

Major  procedural  changes  implemented  for  Chapter  766  providers  were 
intended  to  limit  the  number  and/or  effect  of  retroactive  rate  increases, 
to  aid  the  purchasing  school  systems  in  their  budget  preparation  for  Fiscal 
Year  1984,  and  to  facilitate  the  development  of  more  timely  and  accurate 
rates.  Included  among  those  changes  were:  (1)  the  requirement  that 
providers  requesting  negotiations  with  their  principal  purchasing 
government  unit  notify  all  purchasers  not  only  of  the  request  but  also  the 
anticipated  fiscal  impact  of  that  request;  (2)  the  filing  of  conditional 
rates  at  the  inception  of  the  lengthy  negotiation  procedures;  (3)  an 
earlier  submission  date  for  the  RSC-500-82  cost  report,  and  (4)  the  filing 
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of  provider-prepared  Fiscal  Year  1984  Estimated  Pates  in  December,  1982. 
To  assist  in  the  setting  of  more  timely  and  accurate  rates,  additional 
changes  for  all  providers  whose  rates  are  set  according  to  114.4  CMR  9.00 
were  adopted  in  Fiscal  Year  1983  to  be  implemented  in  Fiscal  Year  1984. 
Most  significant  among  these  changes  is  the  requirement  that  agencies  whose 
gross  revenue  and  support  is  at  least  $250,000  submit  audited  financial 
statements  with  their  RSC-500-83  Ccst  Reports.  Other  requirements  deal 
with  timeliness  for  responses  to  Commission  requests  for  additional 
information  and/or  documentation. 

The  Bureau  also  made  significant  alterations  in  the  method  in  which  it 
handles  day  care  rates  set  under  114.4  CMR  5.00.  Effective  with  the  new 
day  care  contracts  beginning  December  1,  1983,  the  Commission  will  require 
providers  and  the  Department  of  Social  Services  to  submit  the  cost  in- 
formation which  was  the  basis  for  each  negotiated  rate.  Workload 
permitting,  the  Bureau  will  analyze  this  data  as  well  as  data  for  the 
renegotiated  contracts  effective  July  1,  1983  in  order  to  evaluate  current 
regulations  and  procedures. 

3.      Interagency  and  Provider  Involvement 

In  a  continuing  effort  to  improve  coordination  of  information  and 
actions  taken  by  state  agencies,  BESS  staff  members  participated  on  several 
interagency  committees  and  provided  technical  assistance  in  a  number  of 
rate  setting  workshops.  Some  of  the  groups  involved  in  these  workshops 
were  the  Department  of  Social  Services,  the  Department  of  Youth  Services, 
Executive  Office  of  Human  Services'  auditors,  and  Department  of  Education 
Pegional  Review  Boards.  BESS  staff  also  served  on  interagency  committees 
regarding  day  care,  audit  procedures,  private  special  needs  day  schools, 
and  concerns  with  specific  providers.  During  the  late  spring/early  summer 
of  1983  staff  members  explained  BESS'  role  in  the  purchase  of  service 
system  to  employees  of  the  State  Auditor's  Office  as  they  examined  the 
entire  system. 

BESS  staff  continued  to  meet  with  providers  both  in  groups  and  on  a 
one  to  one  basis.    Examples  of  this  activity  included: 

1.  a  trip  by  the  Bureau  Director  and  the  Chief  Auditor  to 
Western  Massachusetts  to  meet  with  providers  in  the  Berkshires; 

2.  a  continuation  of  the  successful  provider  training  sessions 
where  regulation  changes  are  discussed  and  technical  information 
concerning  the  various  rate  setting  forms  is  disseminated,  and 

3.  attendance  by  Bureau  staff  at  meetings  and  conferences  of 
provider  organizations.    In  addition,  staff  members  met  re- 
peatedly with  providers  on  an  individual  basis  to  attempt  to 
resolve  specific  problems. 

Finally,  at  the  request  of  the  Rhode  Island  Department  of  Education 

early   in  Fiscal   Year    1984,  staff  met  with  a   special   study  committee 

regarding  private  school  rate  setting  to  describe  Massachusetts  Chapter  766 
rate  setting  procedures. 

Rate-Setting  Methodology 
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BESS  currently  sets  three  types  of  rates.  They  are  standard  purchase, 
provider  sub-purchase  and  day  care  center  rates.  Ml  are  prospective 
rates . 

1.  Standard  Purchase  and  Provider  Sub-Purchase  Rates.  The 
rate-setting  process  is  identical  for  each  of  these  rate  types.  Each  rate 
is  reviewed,  calculated  and  filed  annually.  Costs,  income  and  enrollment 
for  the  rate  year  (i.e.,  the  fiscal  year  following  the  year  in  which  the 
review  is  conducted)  are  projected  on  the  basis  of  costs,  income  and 
enrollment  reported  on  the  RSC-500  cost  report  for  the  base  year  (i.e.,  the 
fiscal  year  preceding  the  year  in  which  the  review  is  conducted)  .  For 
example,  during  Fiscal  Year  1982  projections  for  the  rate  year  Fiscal  Year 
1983  were  made  on  the  basis  of  costs,  income  and  enrollment  for  the  base 
year  Fiscal  1981. 

The  first  step  of  the  projection  is  a  review  of  the  base  year  costs  to 
determine  which  are  reimbursable.  Costs  which  are  not  reimbursable  include 
disallowed  costs  (i.e.,  costs  for  services  not  authorized  by  the  principal 
purchasing  agency,  bad  debt  expense,  and  expenses  which  are  not  program, 
related),  excess  cost  growth  (i.e.,  cost  increases,  other  than  those 
associated  with  approved  program  changes,  in  excess  of  a  percentage - 
determined  by  the  Commission  each  year) ,  and  expenses  which  are  off-set  by 
unrestricted  income  or  income  restricted  to  program  purpose.  1-fext,  a  cost 
increment  factor  is  applied  to  allowed  variable  costs  to  account  for 
inflation  between  the  base  year  and  the  rate  year.  Finally,  an  adjustment 
is  made  for  any  previously  approved  changes  in  costs,  income  or  enrollment 
which  are  not  reflected  in  the  base  year  cost  report. 

Standard  Purchase  Rates.    Most  of  the  rates  set  by  BESS  are  standard 
purchase  rates.     The  standard  purchase  rate  is  for  programs  which  provide 
services  directly  to  clients.  It  is  a  per  client  per  year  unit  rate  which 
is   calculated   by   dividing   rate   year   reimbursable    costs   by   base  year 
enrollment.    In  addition,  a  per  diem  rate  is  computed. 

Provider  Sub-Purchase  Rates.    Provider  sub-purchase  rates  are  set  for 
family  day  care  and  foster  care  programs.    Direct  services  are  sub-pur- 
chased by  a  central  operating  agency  from  individual  families  who  provide 
the  services  in  the  home.    The  central  operating  agency  provides 
administrative    and    support    services.      The   principal   purchasing  agency 
agrees  to  purchase  a  specified  portion  of  the  program's  capacity. 

Programs  not  previously  purchased  by  a  state  agency  go  through  an 
initial  rate  process.  If  it  is  a  new  program,  BESS  calculates  a  rate  using 
provider  developed  and  purchasing  agency  approved  costs,  income  and 
enrollment  projected  for  the  first  year  that  services  will  be  purchased 
from  the  program.  If  the  program  has  been  in  operation  for  a  year  or  more 
prior  to  a  state  agency  purchase,  the  projection  is  made  on  the  basis  of  a 
cost  report  in  a  manner  similar  to  that  of  projections  made  during  an 
annual  review. 

Once  a  rate  has  been  set,  providers  and  purchasing  agencies  may 
request  a  rate  adjustment  in  one  of  four  ways:  error  amendment, 
negotiations,  administrative  adjustment,  or  appeal.  An  error  amendment  may 
be  requested  by  a  provider  or  purchasing  agency  whenever  it  believes  that 
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the  regulations  and  procedures  governing  BESS  rate-setting  were  not 
properly  used.  Any  changes  in  program  size  or  content  not  reflected  in  the 
base  year  costs  are  included  in  the  rate  following  the  completion  of 
negotiations  between  the  operating  agency  and  its  principal  governmental 
purchasing  agency.  Administrative  adjustment  is  the  process  by  which  a 
provider  or  purchasing  agency  may  request  adjustment  of  a  rate  between 
annual  reviews.  An  administrative  adjustment  may  be  requested  only  in  the 
case  of  unanticipated  non-discretionary  program  changes,  severe  changes  in 
financial  condition,  or  contracts  which  do  not  coincide  with  the  fiscal 
year.  The  process  followed  is  similar  to  that  of  negotiations.  If  the 
operating  agency  does  not  agree  with  a  Commission  approved  rate  developed 
as  the  result  of  the  annual  review,  error  amendment,  negotiation,  or 
administrative  adjustment  processes,  the  operating  agency  may  appeal  that 
rate  to  the  Division  of  Hearing  Officers. 

2.  Group  Day  Care  Center  Rates.  This  type  of  rate  is  for  day  care 
services  provided  in  day  care  centers.  Commission  regulations  define 
maximum  allowable  per  client  per  day  rates  for  various  components  of  day 
care  services  (i.e.,  care  and  teaching,  administration  and  nutrition).  The 
provider  and  principal  purchasing  agency  then  negotiate  a  rate  below  these 
maximums.  The  Commission  reviews  the  negotiated  rate  and  approves  it  if* it 
is  within  the  limits  of  the  regulations. 

E.    Bureau  of  Purchased  Services 

The  Report  of  the  Governor's  Management  Task  Force,  Massachusetts : 
The  80  's  and  Beyond,  urged  the  Commonwealth  to  strengthen  its  purchase  of 
service  system.  In  response,  the  Commission  established  a  new  bureau  at 
its  business  meeting  of  July  24,  1980.  The  Bureau  of  Purchased  Services 
assumed,  from  the  Office  of  the  Executive  Secretary,  responsibility  for  the 
administration  of  two  regulations,  14  CHSR  601  and  602,  governing  the 
determinations  of  rates  of  reimbursement  for  certain  social,  educational, 
rehabilitative  and  health  care  services  purchased  under  contract. 

Specifically,  the  regulations  govern  rates  from  programs  and  services 
not  covered  by  a  specific  rate  regulation  administered  by  any  of  the 
Commission's  other  bureaus.  The  preponderance  of  these  are  social  ser- 
vices, as  distinguished  from  health  care  services.  Most  health  services  are 
reimbursed  pursuant  to  specific  Medicaid  rate  regulations  administered  by 
other  Commission  bureaus. 

Originally,  the  rate  regulation  of  social  service  was  a  small  part  of 
the  Commission's  overall  responsibilities.  Under  its  original  jurisdic- 
tion, the  Commission  established  rates  for  certain  child  care  programs 
purchased  by  the  Departments  of  Education,  Public  Health,  Public  Welfare, 
Youth  Services,  and  the  Office  for  Children. 

However,  Section  12,  of  Chapter  1229,  of  the  Acts  of  1973,  expanded 
the  services  and  accommodations  for  which  the  Commission  would  be  responsi- 
ble. Effective  July  1,  1975,  the  Commission's  mandate  was  extended  to 
virtually  all  purchased  social,  rehabilitative  or  educational  services  not 
previously  subject  to  Commission  authority.  Included  in  this  change  were 
all  services  purchased  by  state  agencies  and  local  educational  authorities 
pursuant  to  Chapter  766,  of  the  Acts  of  1972,  the  special  education  law. 
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In  1972,  the  Commonwealth  spent  approximately  $25  million  for  the 
purchase  of  social  services.  In  the  Fiscal  Year  1984,  as  a  consequence  of 
the  deinstitutionalization  movement  and  a  trend  towards  the  purchase  (as 
distinguished  from  direct  delivery)  of  service,  the  Commonwealth  of 
Massachusetts  will  purchase  approximately  $350  million  of  social  services. 
As  a  result,  rate  setting  for  social  services  has  become  a  significant 
Commission  responsibility. 

Services  and  Vendors  subject  to  the  Commission's  authority  vary  along 
a  host  of  dimensions  - 

Purchasers  -  Seven  principle  human  services  agencies  ranging  in  size 
from  the  Department  of  Mental  Health  which,  in  1981,  spent  $65,000,000. 
through  approximately  400  contracts,  to  the  Office  for  Children,  which 
spent  $3,000,000.  through  eighty-eight  (88)  contracts.  Purchases  by  the 
Department  of  Education,  the  Secretariat  of  Elder  Affairs  and  the  Secre- 
tariat of  Communities  and  Development  are  also  subject  to  the  Bureau  of 
Purchased  Services*  review. 

Services  -  Purchased  social  services  range  from  information  and 
referral  to  intensive  community  residential  care  for  the  multiply  handi- 
capped retarded.  There  are  an  estimated  forty  (40)  discreet  program  types 
reviewed  by  the  Purchase  of  Service  Unit,  although  an  exact  count  has  been 
confounded  in  the  past  by  the  absence  of  a  meaningful  program  classifica- 
tion system  or  precise  program  definitions.  Typically,  purchased  programs 
are  tailored  to  the  unique  client  need  for  social,  educational,  protective, 
health,  mental  health,  and  developmental  services  or  any  conceivable 
combination  of  these. 

Vendors  -  The  vendors  range  in  size  from  small,  single  purpose  agen- 
cies to  large  and  sophisticated  multi-service  centers.  Some,  expressly 
created  to  serve  the  state,  depend  for  their  financial  survival  upon 
contracts  with  the  Commonwealth.  Other  old  line  social  service  agencies 
with  long  traditions  of  service  to  the  public,  derive  the  preponderance  of 
their  revenues  and  support  from  private  contributions  and  third  party 
payors . 

Purchase  of  Service  Pegulations 

The  first  step  towards  strengthening  the  Commission's  role  in  the 
purchase  of  service  system  was  taken  on  July  24,  1980,  with  the  adoption  of 
major  revisions  to  regulations  administered  by  the  Bureau. 

The  original  subject  matter  of  14  CKSR  601  and  602  was  regrouped  and 
recodified  into  three  distinct  regulations;  one  governing  the  rate  of 
reimbursement  to  individual  health  or  social  services  consultants;  the 
second  governing  reimbursement  for  certain  contracted  health  and  medical 
services;  and  the  third  governing  rates  for  purchased  social  services. 
These  regulations  were  developed  with  the  cooperation  and  advice  of  the 
Provider's  Negotiating  Committee's  Standing  Task  Force  on  Rate  Setting. 
The  Provider's  Negotiating  Committee  brings  together  representatives  of  the 
Commonwealth's  several  purchasing  departments  and  representatives  of 
several     vendor     associations     under     the     joint     sponsorship    of  the 
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Commonwealth 1 s  Executive  Office  of  Human  Services  and  the  Massachusetts 
Council  of  Human  Services  Providers. 

Consultant  Rates 

Regulation,  114.5  CMR  5.00,  makes  explicit  the  authority  to  approve 
rates  of  consultant  compensation  once  implicit  in  14  CHSR  601.  The 
revisions  were  largely  technical  in  nature,  clarifying  the  Commission's 
authority,  procedures  and  informational  requirements. 

Contracted  Health  and  Medical  Services  The  revisions  incorporated  in 
Regulation  114.5  CMR  4.00,  represent  a  significant  departure  from  past 
Commission  policy  and  practice.  It  requires  any  governmental  unit, 
purchasing  health  care  service  under  written  agreement,  to  submit, 
(together  with  the  copy  of  such  agreement)  a  properly  completed  contract 
budget  on  a  prescribed  Commission  budget  form.  The  form  is  an  aid  to  the 
budgeting  process  because  listed  accounts  are  detailed,  in  contrast  to  past 
departmental  submissions  which  lacked  specificity  and,  hence,  were 
relatively  ineffective  for  program  budgeting.  The  budgets  are  program 
specific;  that  is,  purchaser  and  vendor  are  required  to  develop  a  budget 
which  expresses  the  total  annual  program  operating  costs  rather  than  tre 
contract  costs  which  may  involve  fewer  service  units  than  are  offered  ~hy'i 
the  program.  This  innovation  has  cured  the  Commission's  earlier  diffi- 
culties in  assessing  true  costs  of  each  department  when  several  govern- 
mental units  purchase  the  services  of  a  single  program. 

Contracted  Social  Services 

114.5  CMR  3.00  governs  the  reimbursement  of  all  social,  educational 
and  rehabilitative  programs  for  which  no  other  bureau  administers  a  specif- 
ic rate  regulation. 

Governmental  units  seeking  contract  approval  or  a  program  rate  are 
required  to  submit  a  completed  program  budget  form  in  lieu  of  the  contract 
and  contract  budget  previously  submitted.  The  budget  is  a  Rate  Setting 
Commission  form  in  standard  accounts.  Initially,  when  several  departments 
purchase  services  of  a  single  program,  there  is  no  requirement  that  the 
purchasers  negotiate  jointly  or  simultaneously.  However,  each  budget  would 
indicate  the  proportion  of  total  expense  which  the  purchaser  proposed  to 
reimburse.  In  the  future,  joint  negotiations  to  vary  a  program  budget  will 
be  required  each  Fiscal  Year. 

At  the  end  of  the  first  Fiscal  Year  following  the  regulation's  promul- 
gation, certain  vendors  are  required  to  report  the  actual  operating 
expenses  of  each  of  the  programs  it  sponsored  together  with  comparable 
information  for  the  operating  agency  as  a  whole.  The  cost  report  is  a 
standardized  document  having,  as  its  central  component,  a  universally 
applicable  chart  of  expense  accounts.  For  ease  in  analysis,  these  accounts 
are  arrayed  in  cost  centers,  each  cost  center  pooling  expenses  related  to  a 
major  programmatic  function  or  dimension,  for  example,  occupancy  or  direct 
care.  In  addition,  the  cost  report  is  used  to  collect  other  statistical 
information  of  interest  to  the  Commission  or  the  procuring  departments. 
The  cost  report,  adjusted  for  disallowed  costs  and  projected  into  the  next 
contracting  period  by  use  of  inflation  factors,  is  returned  to  purchasing 


Page  43 


departments  for  use  as  a  base  budget  in  the  next  contract  submission.  This 
base  budget  is  subject  to  negotiation  between  the  purchasing  department  and 
the  vendor.  The  scope  of  such  negotiations  is  limited  to  the  prospective 
and  retrospective  recognition  of  costs  not  reflected  in  the  cost  report 
which  are  beyond  the  vendors'  control  or  which  result  from  changes  in 
program  content  or  utilization. 

Recent  Initiatives  Over  the  last  year,  the  Bureau  of  Purchased 
Services  has  focused  its  efforts  upon  refining  the  regulatory  scheme 
discussed  above  and  upon  improving  the  quality  of  vendor /purchaser 
financial  management  and  accountability.  Specifically,  the  Bureau  has 
completed  the  following  projects: 

Uniform  Reimbursement  Principles 

In  the  past,  the  rate  of  reimbursement  depended,  in  large  measure, 
upon  the  unique  principles  of  cost  accounting,  allowability,  exclusion  and 
allocation  administered  by  each  purchasing  governmental  unit. ,  Vendors 
doing  business  with  more  than  one  of  the  Commonwealth's  agencies  were  often 
reimbursed  at  widely  varying  rates  for  identical  services.  Compliance  with 
these  duplicative  and  conflicting  cost  accounting  and  reporting  require-, 
ments  proved  cumbersome  for  vendors.  The  lack  of  consistency  acro'ss1 
purchasing  agencies  undermined  efforts  at  expenditure  control  and  account- 
ability. 

Throughout  the  summer  and  fall  of  1981,  Commission  staff  worked  with 
the  Provider's  Negotiating  Committee's  Rate  Setting  Task  Force  to  develop 
uniform  reimbursement  regulations.  The  guiding  principles  in  the  develop- 
ment of  these  rules  were  cost,  control  and  the  recognition  of  the  reasonable 
financial  requirements  of  a  stable  and  efficient  service  system.  Regu- 
lations 114.5  CMR  3.00  and  4.00  were  amended,  on  July  1,  1981,  to  incorpo- 
rate the  uniform  cost  principles.  Throughout  1983,  these  principles  have 
been  refined  in  memoranda  to  the  purchasing  departments. 

Program  Groupings 

One  of  the  most  complex  and  vexing  problems  confronting  the  Rate 
Setting  Commission  has  been  that  of  identifying  and  defining  program 
categories  in  a  logical,  consistent  and  mutually  exclusive  basis  so  that 
the  costs  of  social  services  programs  may  be  contrasted  within  and  across 
comparable  categories.  The  Bureau  of  Purchased  Services  has  developed  a 
tentative  program  classification  system  which  was  tested  by  requiring  its 
use  in  identifying  programs  in  all  submission  received  during  Fiscal  Year 
1982.  The  classification  scheme  is  the  first  systematic  attempt  to  classi- 
fy social  service  programs  routinely  purchased  by  the  Commonwealth  along 
six  dimensions  affecting  the  program's  cost  structure.  Programs  are  grouped 
according  to  the  following  terms:  the  purchasing  and  billing  arrangement 
between  vendor  and  purchasing  governmental  unit;  the  manner  in  which 
program  services  are  organized  and  delivered;  and  the  primary  client 
condition  which  the  program  is  designed  to  alleviate,  client  age,  geograph- 
ic region  in  which  the  program  is  offered  and  population  density  of  the 
program's  location.  This  system,  with  further  refinement,  may  permit  the 
bureau  to  develop  specific  rate  regulations  tailored  to  unique  models  of 
social   service  delivery.    Such  an  effort  at  refining  the  taxonomy  has 
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recently  been  undertaken  by  the  Service  Specification  Task  Force  under  the 
chairmanship  of  the  Bureau  of  Purhcased  Services'  Director. 

Cost  Reports 

By  the  close  of  Fiscal  Year  1983,  the  Bureau  of  Purchased  Services' 
staff  had  completed  the  analysis  of  157  vendors'  cost  reports  representing 
approximately  373  state  purchased  programs.  This  analysis  resulted  in 
budget  adjustments  in  excess  of  $900,000. 

Class  Rates 

The  Commission  has  long  maintained  that  the  passive  review  of  vendor 
prepared  budgets  or,  even,  the  active  establishment  of  individual  program 
rates  are  relatively  inefficient  methods  of  price  regulation.  Universal 
cost  reporting  coupled  with  a  sound  program  classification  system  ultimate- 
ly will  enable  the  Bureau  of  Purchased  Services'  staff  to  establish  class 
rates  for  all  categories  of  social  service.  A  "class  rate"  is  a  single 
rate  for  all  programs  within  a  class  which  is  based  upon  the  cost  structure 
of  the  industry  as  a  whole  but  which  -  unlike  individual  rates  -  does  not 
passively  incorporate  the  costs  of  any  particular  provider.  This  approach 
to  rate  setting  with  its  greater  accountability  and  ease  in  administration 
has  been  strongly  urged  by  the  Governor's  Management  Task  Force  among 
others. 

The  Commission  took  the  first  step  in  this  direction  in  July  of  1982 
by  adopting  a  new  regulation,  114.5  CMR  6.00,  setting  class  rates  for  the 
four  most  commonly  purchased  alcoholism  programs:  detoxification,  halfway 
houses,  counseling  and  driver  education.  In  the  coming  year,  the  Bureau  of 
Purchased  Services  plans  to  extend  the  class  rate  approach  to  Counseling 
programs,  Respite  Care  and  Early  Intervention  Programs. 

Training 

Many  social  service  vendors  are  small,  nonprofit  organizations  with 
limited  accounting  or  managerial  capacity  compared  to  their  counterparts  in 
the  health  care  market.  The  Commission  recognizes  that  the  financial 
reporting  to  be  imposed  by  the  new  purchase  of  service  regulations  will 
heavily  tax  the  record  keeping  resources  of  some  vendors.  Thus  the  Commis- 
sion has  broadened  its  commitment  to  building  the  accounting  and  managerial 
capacity  of  vendors  through  several  initiatives. 

The  Bureau  of  Purchased  Services  has  also  conducted  extensive,  region- 
al training  sessions  to  familiarize  vendors  with  new  regulatory  re- 
quirements and  reports.    A  second  round  of  training  sessions  to  focus  upon 
cost  reporting  is  planned  for  the  fall  of  1983. 

Bureau  staff  are,  of  course,  available  at  all  times  to  respond  to 
vendor  inquiries  or  to  furnish  technical  assistance. 

Bureau  Operations 

The  timing  of  key  aspects  of  the  new  purchase  of  service  regulations 
reflects     a    deliberate    decision    to     'phase-in'     augmented  reporting 
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requirements.  Accordingly,  the  Bureau's  staff  is  expected  to  grow  in  the 
coming  year  to  keep  pace  with  the  increasing  workload. 

F.      Office  of  the  General  Counsel 

Legal  services  to  the  Commission  by  the  Legal  Bureau's  seven  staff 
attorneys  consist  principally  of  two  major  functions:  (1)  advising  the 
Commission  Bureau  Directors  and  individual  staff  members  concerning  the 
legal  ramifications  of  proposed  actions  and  (2)  representing  the  Commission 
at  adjudicatory  hearings  conducted  by  the  Division  of  Hearings  Officers. 
The  purpose  of  these  hearings  is  to  determine  whether  particular  rates  for 
individual  providers  are  "fair,  adequate  and  reasonable"  within  the  meaning 
of  G.L.  c.  6A,  ss  31-72  and  cases  construing  that  statute.  In  addition, 
staff  attorneys  work  closely  with  their  colleagues  in  the  Attorney  Gen- 
eral's Office  and  with  counsel  from  other  Human  Service  agencies  in  matters 
where  their  assistance  is  required.  Legal  staff  also  have  occasion  to 
contact  staff  attorneys  frcm  the  federal  Department  of  Health  and  Human 
Services  (HHS)  in  order  to  keep  abreast  of  developments  in  federal  law 
which  affect  the  work  of  the  Pate  Setting  Commission,  in  particular  devel- 
opments in  the  area  of  Medicaid  reimbursement  under  Title  XIX  of  the  Social 
Security  Act.  „_ 

• 

General  Counsel  devotes  substantial  time  to  steering  regulations 
through  the  rule-making  process.  The  Commission's  rate  setting  methodolo- 
gies are  embodied  in  over  forty  regulations  taking  up  approximately 
four  hundred  and  fifty  pages  in  the  Code  of  Massachusetts  Regulations. 
Most  of  these  regular ions  must  be  promulgated  annually.  Promulgation  is 
already  a  lengthy  process,  subject  to  the  time  requirements  of  the 
following  statutes  and  orders: 

1.  Filing  with  Ways  and  Means,  Post  Audit  Committees  (G.L.  c.  6A,  s  32; 
paragraph  9) : 

The  Commission  must  file  a  copy  of  regulations  and  rates  with  the 
budget  director  and  with  the  House  and  Senate  Committees  on  Ways  and  Means 
and  the  Joint  Legislative  Committee  on  Post  Audit  and  Oversight. 

2.  Compliance  with  Administrative  Procedure  Act  (G.L.  c.  6A,  s  32) : 

Chapter  30A,  the  State  Administrative  Procedure  Act,  requires,  among 
other  things,  advertisement  and  a  minimum  21  day  notice  period  before  each 
public  hearing.  (The  Commission  allows  thirty  days  in  order  to  meet  the 
time  requirements  for  review  by  the  Commission's  Advisory  Council,  as  noted 
below. ) 

3.  Review  by  Advisory  Council  (G.L.  c.  6A,  s  32): 

This  section  established  an  advisory  council  composed  of  designees 
from  other  human  service  agencies,  representatives  of  provider  groups  and 
consumers .  Among  the  Advisory  Council ' s  powers  and  duties  is  "...  the 
right  to  at  least  sixty  days  prior  review  and  comment  on  any  proposed  rule 
or  regulation  of  the  Commission  or  any  of  its  bureaus,  with  the  exception 
of  regulations  promulgated  on  an  emergency  basis."  G.L.  c.  6A,  s  34 
further  provides  that  "the  Council  shall  be  notified  at  least  ten  days  in 
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advance  of  any  public  meeting  or  hearing  scheduled  by  the  (Commission  or  any 
of  its  bureaus." 

4.  Charge  Control  Review  by  Hospital  Policy  Review  Board  (G.L.  c.  6A, 
s  34A: 

An  eleven  member  board  which  reviews  regulations  and  rules  pertaining 
to  the  Commission's  hospital  charge  control  program.  This  section  pro- 
vides, among  other  things,  that  "the  board  shall  have  the  right  to  at  least 
sixty  days  prior  review  and  comment  on  any  proposed  rule  or  regulation  of 
the  Commission,  except  for  rules  or  regulations  promulgated  on  an  emergency 
basis,  issued  pursuant  to  sections  thirty-seven  to  forty-six,  inclusive." 

5.  Executive  Order   #145:     Notice   to  Agencies   Representing  Cities  and 
Towns: 

Requires  14  days  notice  regarding  fiscal  impact  to  the  agencies  named 
therein  prior  to  commencement  of  notice  period  under  G.L.  c.  30A. 

6.  Federal  Regulatory  Requirements  Under  Title  XIX  of  the  Social 
Security  Act:  _  . 

a.  Regulations  which  require  amendments  to  the  Commonwealth's 
"Medicaid  State  Plan"  must  be  submitted  during  the  quarter 
in  which  they  first  become  effective  bo  the  Department  of 
Health  and  Human  Services.    The  Department  of  Public  Welfare 
(Single  State  Agency)  transmits  these  amendments  which  are 
prepared  with  the  assistance  of  counsel  from  both  agencies. 

b.  Federal  regulations  codified  at  42  CFR  447  set  forth  specific 
requirements  for  notice  of  any  change  in  the  method  or  level 
of  reimbursement  for  services  under  the  Medicaid  program. 

7.  Fiscal  Impact  Statement  to  be  Filed  with  Secretary  of  State  (Added  by 
Chapter  367,  s  43,  of  the  Acts  of  1978) : 

Each  regulation  filed  with  the  Secretary  of  State's  office  must  be 
accompanied  by  a  fiscal  impact  statement. 

8.  Compliance  with  Regulations  of  the  Secretary  of  State's  Office  (G.L. 

c.  30A,  ss  5-6A  and  950  CMR  20.00): 

Each  regulation  must  be  typed  and  filed  according  to  rules  and  regu- 
lations strictly  enforced  by  the  Secretary  of  State's  office  to  ensure  that 
the  Code  of  Massachusetts  Regulations  is  uniform,  up-to-date  and  correct. 

The  foregoing  legal  requirements  applicable  to  the  promulgation  of 
regulations  by  the  Commission  demonstrate  that  our  output  is  subject  to 
careful  scrutiny  by  a  bread  range  of  interested  parties,  including  several 
Committees  of  the  legislature. 

These  numerous  requirements  call  for  extraordinary  diligence  on  the 
part  of  Legal  and  Administrative  staff  to  fulfill  the  steps  needed  to  make 
a  regulation  effective. 
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The  legal  staff  also  participates  in  the  research  and  drafting  of 
legislation  proposed  by  the  Commission  and  is  responsible  for  reviewing, 
analyzing  and  summarizing  legislation  filed  each  year  which  affects  the 
Commission  either  directly  or  indirectly.  The  General  Counsel  is  primarily 
responsible  for  coordinating  legislative  strategy  and  works  closely  with 
the  Commissioners,  Bureau  Directors,  other  agency  liaisons  and  analysts 
from  the  various  Legislative  committees  to  develop  and  explain  the  Com- 
mission's position  with  respect  to  each  piece  of  legislation  affecting 
rate-setting  functions. 

Legal  staff  advises  the  Commission  on  a  host  of  miscellaneous  matters, 
including  personnel  issues  with  legal  ramifications,  procedures  for  comply- 
ing with  requests  for  information  under  the  Commonwealth's  Public  Records 
statutes,  questions  arising  under  the  Administrative  Procedure  Act,  and 
matters  arising  from  the  exercise  of  the  Commission ' s  reviewing  authority 
under  G.L.  c.  176A,  s  5,  the  statute  which  establishes  the  Commission's 
authority  to  review  contracts  and  rates  of  payment  between  Blue  Cross  of 
Massachusetts ,  Inc.  and  qualified  providers  of  health  care,  supplies  and 
services. 

Among  the  matters  which  occupied  the  Legal  staff  during  fiscal  year 
1982  were  the  following:  *  i 

•  legal  ramifications  of  new  uniform  hospital  reimbursement 
legislation  embodied  in  Chapter  372  of  the  Acts  of  1982. 
The  passage  of  Chapter  372  required  staffs  of  the  Hospital 
Bureau  and  the  Legal  Bureau  to  draft  implementing  regulations 
over  an  extremely  short  period  of  time.    These  regulations 
required  periodic  revision  to  conform  to  the  rapidly  changing 
circumstances  confronting  hospitals  and  regulators  alike. 
Chapter  372  altered  the  Commission's  role  in  setting  the  rates 
of  acute  care  hospitals  and  in  approving  budgets.  It  raised 
unique  questions  concerning  both  process  and  substance  which 
required  considerable  interpretation  and,  in  some  cases, 
clarifying  legislation.    The  Legal  staff  continues  to  study 
the  system  ushered  in  by  Chapter  372  and  plans  to  take  an 
active  role  in  the  coming  year  in  the  evaluation  of  the 
system  being  conducted  by  the  Commissioners.  Because 
Chapter  372  imposes  certain  new  duties  concerning  the 
Determination  of  Need  program  (see  also  Chapter  553  of 

the  Acts  of  1982) ,  the  Commission  during  this  fiscal  year 
found  itself  closely  involved  in  the  review  of  pending 
applications  before  the  Public  Health  Council.    Legal  staff 
had  to  develop  familiarity  with  this  process  in  order  to 
'  provide  effective  advice  to  Hospital  Bureau  staff  and  others 
attempting  to  carry  out  these  new  responsibilities. 

•  issues  arising  from  nursing  home  receiverships  and  bankruptcies, 
extensive  changes  to  regulations  governing  long  term  care 
providers ; 

•  response  to  cities  and  towns,  concerns  over  regulations  governing 
reimbursement  for  special  education  services  under  Chapter  766; 
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o       ramifications  of  the  management  classification  bill  (Chapter 
669)  ; 

•       the  scope  of  the  Commission's  jurisdiction  to  set  rates 

of  reimbursement  for  health,  educational,  social  and  rehab- 
ilitative services;  and 

e       issues  arising  from  the  implementation  of  Hospital  Agreement 
29  entered  into  by  Blue  Cross  of  Massachusetts,  Inc. 
and  individual  hospitals. 

Litigation 

a.  Courts 

While  a  number  of  cases  are  still  pending  before  the  Superior  Courts 
and  various  courts  of  appeal,  this  has  been  a  relatively  quiet  year  for  the 
Commission  in  terms  of  major  litigation.  Even  the  new  hospital  cost 
containment  bill  provoked  only  a  single  challenge  in  the  courts.  See 
Massachusetts  Nurses  Association  v.  Dukakis,  U.S.  District  Court  (D. 
Mass)  No.  83-0386-G  in  which  the  plaintiff  contended  that  Chapter  3_72._ 
conflicts  with  the  National  Labor  Relations  Act  (LMRA) .  The  court  heardi 
oral  argument  this  summer  and  granted  the  Commonwealth 1 s  motion  to  dismiss 
plaintiff's  ccmplaint  shortly  after  the  close  of  the  1982  fiscal  year. 

The  Commission  intervened  in  two  lawsuits  concerning  the  Determination 
of  Need  program  established  under  G.L.  c.  Ill,  as  most  recently  amended  by 
Chapter  553  of  the  Acts  of  1982.  These  were  suits  filed  by  the  Lahey 
Clinic  Hospital  and  Emerson  Hospital  and  both  were  heard  in  the  Superior 
Court.  In  both  instances,  the  providers  were  seeking  orders  from  the 
Superior  Court  compelling  the  Public  Health  Council  to  act  on  applications 
which  had  been  pending  beyond  the  dealine  for  action  imposed  by  the 
statute.  The  Commission  joined  the  Department  in  attempting  to  persuade  the 
court  that  it  should  allow  both  agencies  more  time  to  review  these  complex 
applications,  particularly  in  light  of  the  emphasis  in  Chapter  372  on 
restraining  the  growth  of  hospital  capital  costs.  The  court  ordered  the 
Department  in  both  cases  to  complete  its  review  according  to  the  timetables 
proposed  by  the  hospitals.  Legal  staff  helped  prepare  detailed  affidavits 
concerning  the  Commission's  role  in  the  DoN  review  process. 

Shortly  after  the  close  of  the  fiscal  year  the  pending  case  of  Addison 
Gilbert  v.  RSC  was  decided  in  part  by  the  Supreme  Judicial  Court  which 
affirmed  the  Superior  Court's  order  described  in  last  year's  report,  ruling 
that  the  State  Plan  amendment  providing  for  lower  reimbursement  rates  for 
patients  no  longer  requiring  acute  care  (AND's)  was  invalid  for  the  period 
from  its  effective  date  (February  1,  1981)  until  August  13,  1981,  the  date 
of  the  passage  of  the  Cmnibus  Reconciliation  Act  of  1981  which  removed  the 
condition  of  prior  approval  for  amendments  submitted  after  August  13,  1981. 
The  Commission  is  currently  awaiting  a  remand  order  in  this  matter  from  the 
Superior  Court. 

The  Commission  awaits  with  interest  the  outcome  of  appeals  from 
various  decisions  of  the  Division  of  Hearings  Officers  filed  this  year  with 
the  Superior  Court.  In  two  cases  hospitals  have  appealed  from  decisions  of 
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the  Division  in  favor  of  the  Pate  Setting  Commission.  These  cases  are  Beth 
Israel  Hospital  v.  RSC  and  Baystate  Medical  Center  v.  RSC.  The  Corrmission 
itself  has  appealed  from  the  Division's  decision  which  gave  the  Division 
its  first  opportunity  to  consider  the  appropriateness  of  its  review  of 
appeals  from  class  based  rates  set  by  the  Commission.  In  Massachusetts 
State  Pharmaceutical  Association  v.  Mudarri  387  Mass.  122  (1982) ,  handed 
down  shortly  after  the  close  of  the  last  fiscal  year,  the  Supreme  Judicial 
Court  had  invited  the  Division  to  reexamine  its  authority  in  certain  cases. 
The  Kelly  appeal  filed  this  year  by  the  Commission  will  test  the  Division's 
response  to  the  Court's  invitation. 

Finally,  the  Commission  notes  a  decision  of  the  Appeals  Court  in  the 
lone  nursing  home  case  handed  down  last  year,  Woodland  Estates  v.  RSC. 
Writing  for  the  Appeals  Court  in  an  opinion  handed  down  on  February  1, 
1983,  Judge  Greaney  affirmed  a  decision  of  the  Division  of  Hearings 
Officers  concerning  a  1972  final  rate  computed  by  the  Commission.  The 
provider  contended  that  it  should  be  reimbursed  its  actual  costs  for 
nursing  care  despite  the  fact  that  it  had  not  followed  valid  Commission 
regulations  in  applying  for  recognition  of  these  "excess  costs."  The 
plaintiff  argued  that  the  Commission's  insistence  upon  procedural 
regularity  had  resulted  in  a  rate  which  was  not  fair,  adequate  or 
reasonable  and  asked  the  Division  to  overlook  the  plaintiff's  failure  1Tb 
apply  for  relief.  The  court,  in  upholding  the  Division's  ruling  against 
the  plaintiff  said  that  "adoption  of  plaintiff's  positions  would,  for  all 
practical  purposes,  render  the  commission's  regulations  a  nullity  and  make 
the  division  the  ground  level  rate  setter  -  a  role  reserved  to  the 
commission." 

B.      Decisions  of  the  Division  of  Hearings  Officers 

Litigation  taking  place  at  the  Division  of  Hearings  Officers  under 
G.L.  c.  6A,  s  36  resulted  in  the  following  decisions  of  note  in  fiscal  year 
1983: 

The  Division  ruled  in  favor  of  the  Commission  in  appeals  filed  by 
three  nursing  homes.  In  Adams  Nursing  Home  of  North  Adams ,  Inc . ,  HD-4948 
and  in  Adams  Nursing  Home  of  Williamstown,  Inc.  ,  HD-4949,  the  petitioners 
had  challenged  the  two  per  cent  increase  in  rates  allowed  by  the 
Commission  to  cover  the  period  from  July  1,  1982  until  October  1,  1982,  the 
date  on  which  interims  were  to  be  set  by  virtue  of  a  new  state  law 
effective  during  the  last  fiscal  year.  The  Division  found  that  the 
percentage  increase  selected  by  the  Commission  produced  rates  that  were 
fair,  adequate  and  reasonable  in  a  time  of  rapidly  declining  inflation  (the 
actual  inflation  for  that  period  was  1.57%).  In  Falmouth  Nursing  Home  vs. 
RSC,  HD-4670  a  home  was  sold,  the  buyer  paying  the  arrearages  on  the 
seller's  HUD-insured  mortgage.  The  buyer  then  sought  in  his  appeal  to 
receive  reimbursement  for  the  $220,000  arrearage  payment  as  "prepaid 
interest."  The  Commission  took  the  position,  upheld  by  the  Division,  that 
the  arrearages  paid  by  the  buyer  were  part  of  the  consideration  paid  to 
acquire  the  home  and,  therefore,  subject  to  the  limitation  on  basis 
contained  in  114.2  CMR  2.12.  Since  the  home's  claimed  basis  already 
exceeded  its  allowable  basis,  the  arrearages  were  excluded  from  equity.  In 
David  Levy  d/b/a  Bancroft  Nursing  Home  et  al. ,  HD-74-11-2636F  through 
KD-74-11-2647F,  the  Division  upheld  audit  adjustments  made  by  staff  of  the 
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Bureau  of  Long  Term  Care  which  resulted  in  the  exclusion  of  unreported 
laundry  services.  Although  the  case  involved  1974  rates,  staff 
investigation  was  still  able  to  reveal  documentation  which  verified  the 
decision  of  Commission  auditors  years  after  the  actual  audit  had  been 
performed. 

In  a  decision  involving  rates  set  by  the  Bureau  of  Community  and 
Non- Institutional  Services,  the  Division  ruled  that  the  Commission  must  set 
new  rates  for  certain  providers  of  homemaker/home  health  aide  services  in 
that  they  were  "exempt"  from  the  provisions  of  a  duly  promulgated 
regulation  of  the  Commission.  This  regulation  provides  that  a  provider's 
branch  offices  may  be  treated  as  a  single  office  for  the  purpose  of 
calculating  the  impact  of  volume  on  the  rates.  The  Commission  is  appealing 
the  Division's  decision  and  the  denial  of  its  motion  for  reconsideration 
to  the  Superior  Court. 

In  a  case  involving  the  Bureau  of  Educational  and  Social  Services, 
Little  People's  School,  Inc.  vs.  RSC,  HD-4523,  the  Division  ruled  that  the 
Commission's  regulation  did  not  permit  the  Commission  to  disallow  profits 
simply  because  they  were  generated  through  a  related  party  transaction. 
Rather,  he  ruled  that  the  regulation,  as  then  written,  required  the 
Commission  to  analyze  the  profits  on  the  basis  of  the  prudent  buyer  test 
despite  the  fact  that  the  disputed  costs  arise  from  related  party 
transaction.  The  case  has  been  remanded  to  the  Commission  for  an  analysis 
of  whether  or  not  any  of  the  costs  can  qualify  for  inclusion  in  the  rate 
under  the  prudent  buyer  test  contained  in  the  regulations. 

Two  hospital  decisions  of  note  were  Nantucket  Cottage  Hospital  vs. 
RSC,  HD-4634  and  Beth  Israel  Hospital  vs.  RSC,  HD-4002.  In  Nantucket,  1982 
Medicaid  appeal,  the  hospital  requested  rate  relief  arising  from  the 
Commission's  decision  not  to  give  acininistrative  relief  retroactive  to  the 
start  of  the  year  for  a  bed  deactivation  when  the  petition  was  filed  one 
day  before  the  end  of  the  fiscal  year.  In  the  alternative  it  argued  that 
as  applied  to  it  the  regulation  did  not  result  in  a  fair  rate  because  all 
of  its  costs  are  "fixed"  and  do  not  go  down  as  occupancy  is  reduced. 
Finally,  the  hospital  argued  that  it  should  be  able  to  use  rate  year  days 
in  its  calculation  of  the  1982  Medicaid  rate  because  of  an  alleged  increase 
in  costs  due  to  "intensity".  The  Division  ruled  that  unique  facts  and 
circumstances  justified  "as  applied"  claims  with  respect  to  the  impact  of 
the  occupancy  adjustment,  the  Rate  Setting  Commission  properly  made  its 
administrative  relief  effective  on  September  29,  1982,  the  date  on  which 
the  beds  were  removed  from  service.  The  Division  also  denied  the 
hospital's  request  for  relief  based  on  "intensity". 

A  claim  for  costs  associated  with  alleged  increases  in  "intensity"  of 
service  formed  the  basis  of  the  appeal  in  Beth  Israel  Hospital  v.  RSC, 
HD-4002.  The  hospital  argued  that  it  should  receive  a  rate  increase  of 
$50.00  per  day  because  its  patients  were  "sicker"  than  they  had  been  in  the 
base  year  (case  mix  "intensity")  and  because  the  average  length  of  stay  was 
shorter.  The  hospital  urged  the  Division  to  go  beyond  the  Commission's 
regulation  in  recognizing  these  increases.  In  ruling  for  the  Commission, 
the  Division  rejected  the  hospital's  contention  that  it  should  be 
reimbursed  for  these  increases,  noting  that  the  claimed  increases,  even  "if 
believed"  constitute  a  gradual  evolution  in  medical  practice  and  cannot  be 
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grounds  for  a  rate  year  adjustment  in  a  prospective  reimbursement  system 
designed  to  control  the  escalation  in  such  costs.  The  decision  forecloses 
those  appeals  which,  like  the  present  one,  seek  relief  without  a  showing 
that  its  claims  arise  from  extraordinary  circumstances  and  reaffirms  the 
Division's  intention  to  limit  strictly  the  circumstances  under  which  it 
will  consider  giving  relief  beyond  that  contained  in  the  regulation. 

G.      Admini  strat ion 

The  administration  of  the  day-to-day  operations  of  the  Commission  are 
directed  by  the  Executive  Secretary.  Included  in  this  activity  are  the 
following  services: 

1.    Information  Services: 

Information  services  encompasses  a  wide  variety  of  activities  such  as 
data  gathering  and  preparation  of  written  reports  as  required  by  the 
Governor,  the  Executive  Office  of  Human  Services,  the  Executive  Office  For 
Administration  and  Finance, and  the  Legislature;  servicing  requests  for 
public  information  from  a  wide  variety  of  seekers  under  the  Freedom  of 
Information  Acts;  and  responding  to  inquiries  from  the  news  media.  This 
activity  includes  maintaining  an  inhouse  library  and  clipping  service  ^o 
keep  Commission  staff  abreast  of  the  latest  happenings  in  the  health  care 
industry  in  the  Commonwealth  and  in  the  nation. 

A  second  information  operation  is  a  subscription  service  instituted  to 
improve  the  flew  of  standard  requests  for  information  on  ongoing  Commission 
business.  For  an  annual  fee,  the  Commission  regularly  sends  subscribers 
information  on  public  hearings,  copies  of  proposed  and  promulgated  regu- 
lations, advisory  rulings,  and  a  copy  of  the  annual  report.  The  service 
eliminates  the  necessity  for  interested  parties  to  be  in  constant  touch 
with  the  Commission  in  search  of  this  information. 

The  Commission  also  maintains  an  Interested  Party  List  which  is  up- 
dated each  year.    Interested  parties  are  sent  notices  of  public  hearings. 

2.      Personnel  Services 

(a)  On  December  27,  1982,  Thomas  Abbott  was  appointed  as  Personnel 
Manager.    In  conjunction  with  general  orientation  of  Rate 
Setting  Commission  procedures,  he  has  been  active  in  changes 
in  funding  sources,  Civil  Service  actions,  release  of  new 
positions  and  affirmative  action. 

(b)  Submission  of  the  Fiscal  Year  1984  budget  included  preparation 
for  the  Rate  Setting  Commission  to  assume  funding  of  positions 
previously  contracted  for  pursuant  to  Section  5  of  Chapter  176A 
of  the  General  Laws. 

(c)  Civil  Service  examinations  were  posted  for  the  Auditor  positions 
at  the  Commission,  but  as  a  result  of  implementation  of  Section 
26  of  Chapter  767,  these  examinations  have  been  postponed. 

(d)  Fourteen  new  positions  contained  in  the  Fiscal  Year  1983  budget 
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were  released  late  in  the  year,  and  two  of  these  were  filled 
by  June  30,  1983. 

(e)    As  indicated  in  the  Annual  Affirmative  Action  Report  (covering 
the  period  from  July  1,  1982  to  June  30,  1983) ,  the  Rate 
Setting  Commission  has  52%  females  and  15.4%  minorities,  showing 
that  the  hiring  and  promotion  actions  of  Bureau  Directors 
reflect  the  Commissioner's  strong  ccirrnitment  to  Affirmative 
Action. 

3.      Financial  Services 

Three  years  ago,  the  Commission  developed  a  revised  Statewide  Cost 
Allocation  Plan  for  reimbursement  by  the  Federal  Government  for  those 
administrative  functions  related  to  the  Medicaid  Program.  The  Plan 
allocated  the  Commission's  costs  first  by  bureau,  then  by  program  within 
each  bureau  (Medicaid  vs.  non-Medicaid) .  The  cost  of  all  support  services 
was  the  stepped-down ,  i.e.,  allocated  on  a  percentage  of  direct  dollars 
basis,  to  each  line  bureau.  The  plan  has  enabled  the  Commission  to 
increase  Federal  revenue  from  $230,699  in  1979  to  over  $688,000  in  Fiscal 
Year  1983.  This  Plan  is  now  being  used  by  a  growing  number  of  state 
agencies  in  developing  their  revenue  programs.  "  I 

III.  COORDINATION  OF  COMMISSION' S  RATE-MAKING  AUTHORITY  WITH  RULE-MAKING 
AUTHORITY  OF  OTHER  AGENCIES 

a.  The  Commission   recognizes   the   importance  of  coordination  its 
rate-making  responsibilities  with  the  rule-making  responsibilities  of  other 
agencies.    The  Commission  has  established  at  least  three  goals  in  its  re- 
lationships with  other  agencies: 

1.  The  Commission  should  use  its  authority  to  assure  that 
standards  established  by  regulatory  agencies  can  be 
achieved,  or  at  least  that  Commission  regulations  do  not 
prevent  providers  from  complying  with  duly  established 
standards . 

2.  The  Commission  should  use  its  authority  to  support  program 
objectives  of  purchasing  agencies. 

3.  The  Commission  should  use  its  authority  to  complement  or 
support  the  regulatory  responsibilities  of  other  agencies 
and,  where  feasible,  help  to  enforce  regulatory  decisions 
made  by  the  competent  authority. 

b.  All  three  goals  characterized  in  the  Commission's  relations  with 
other  state  agencies  during  Fiscal  1983. 

1.      The  Commission  has  made  it  a  practice  to  assure  in  its 
regulations  that  a  provider  will  receive  adequate  reim- 
bursement to  satisfy  licensure  and  other  standards  prom- 
ulgated by  state  and  federal  agencies.    For  example,  Com- 
mission regulations  providing  for  cost-related  reimbursement 
to  institutional  providers  (specifically  hospitals,  long 
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term  care  facilities,  and  child  care  agencies)  contain 
allowances  for  providers  to  receive  adjustments  in  excess 
of  established  rates  of  in  excess  of  cost  ceilings  contained 
in  the  pertinent  regulation  where  the  excess  costs  incurred 
are  a  function  of  licensing  standards,  whether  imposed  by 
the  Department  of  Public  Health  or  the  Office  for  Children. 

Within  this  general  objective,  however,  two  issues  emerge. 
First,  the  Commission  reserves  the  right  to  determine  the 
reasonableness  of  the  expense  incurred  in  satisfying 
licensing  requirements.  That  is,  it  feels  obliged  to  ask 
whether  the  amount  expended  by  the  provider  was  appropriate 
to  achieve  the  mandated  result.    In  this  context,  the 
Commission  usually  follows  the  accounting  policy  of  re- 
quiring that  the  expenditure  occur  before  allowing  it  to  be 
recoup led  in  reimbursement  rates.    In  this  way,  there  is 
greater  control  over  the  appropriateness  of  the  amount  of 
the  expenditure. 

The  second  issue  involves  the  capacity  of  the  licensing 
agency  to  conduct  inspections  to  provide  information 
necessary  to  support  an  adjustment  to  the  rate.  For 
example,  the  Commission's  regulation  on  long  term  care 
facilities  permits  adjustments  where  additional  nursing 
hours  are  needed  for  patients  in  Level  III  facilities. 
However,  unless  the  Department  of  Public  Health  has 
sufficient  manpower  to  inspect  Level  III  facilities 
and  certify  the  appropriate  level  of  nursing  needs,  the 
provider  will  not  have  an  adequate  basis  to  support  an 
adjustment  request.    Such  a  situation  highlights,  from 
the  Commission's  point  of  view,  the  need  to  ensure  that 
regulatory  agencies  have  sufficient  resources  to  fulfill 
their  statutory  duties.    Only  on  this  basis  can  the  Com- 
mission responsibly  assure  that  rates  will  permit  providers 
to  satisfy  established  standards. 

(2)    The  Commission  does  not  consider  itself  an  agency  with 
direct  program  responsibilities.    Decisions  as  to  the  nature 
of  the  program  purchased  from  providers  rest  with  the  pur- 
chasing agency,  whether  it  be  clinical  services  purchased  by 
the  Department  of  Public  Welfare  or  residential  treatment 
programs  supported  by  the  Department  of  Youth  Services.  The 
Commission's  responsibility  is  to  design  a  reimbursement 
methodology  which  supports  and  furthers  the  program  ob- 
jectives of  the  purchasing  agency. 

In  this  role,  Commission  staff  necessarily  works  closely 
with  staff  of  the  purchasing  agency  to  understand  program 
intent  and  to  design  compatible  reimbursement  methodologies. 
Examples  of  the  often  very  close  and  continuous  relation- 
ships that  exist  are  the  collaborative  efforts  that  have 
produced  the  regulations  governing  pharmacy,  family  planning 
services,  and,  homemaker  services,  as  well  as,  change  in  the 
Commission's  long  term  care  facility. 
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3.    During  Fiscal  Year  1983,  the  Commission  maintained  its 
strong  responsive  relationship  with  other  agencies,  with 
providers  of  services,  and  with  consumer  oriented  organi- 
zations . 
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APPF2DIX  A 
MASSACHUSETTS  RATE  SETTING  COMMISSION 
AMENDED* ,  EMERGENCY**  AND  NEW  REGULATION*** 
PROMULGATED  DURING  FISCAL  YEAR  1983 


Adopted 

Bureau  of  Comrnunitv  and  Non- Institutional  Services 


114.3 

CMR 

6.00* 

Mental  Health  Centers 

10/07/82 

114.3 

CMR 

28.00* 

Chiropractic  Services 

10/07/82 

114.3 

CMR 

5.00*** 

Rehabilitation  Clinic  Services 

11/18/82 

114.3 

CMR 

34.00* 

Prostheses  and  Prosthetic  Devices 

12/30/82 

114.3 

CMR 

3.00* 

Home  Health  Agencies 

01/27/83 

114.3 

CMR 

21.00* 

Restorative  Services 

03/10/83_ 

114.3 

CMR 

9.00*** 

Independent  Living  Services  for  the 
Severely  Physically  Disabled 

05/19/83 

114.3 

CMR 

4.00*** 

ComrrTunity  Health  Centers 

06/02/83 

114.3 

CMR 

14.00*** 

Dental  Services 

06/02/83 

114.3 

CMR 

3.00* 

Home  Health  Agencies 

06/30/83 

Bureau  of 

Educational  and  Social  Services 

114.4 

CMR  9.00* 

Accommodations ,  Standard  Purchase  and 
Provider  Sub-Purchase  Programs 

07/15/82 

114.4 

CMR 

8.00** 

Voucher  Payments  for  Day  Care  Services 

11/17/82 

114.4 

CMR 

8.00* 

Voucher  Payments  for  Day  Care  Services 

01/27/83 

114.4 

CMR 

9.00 

Accomodations ,  Standard  Purchase  and 
Provider  Sub-Purchase  Programs 

06/16/83 

Bureau  of  Long  Term  Care  Facilities 

114.2 

CMR 

2.00** 

Rates  of  Payment  to  Long  Term  Care 
Facilities  and  Resident  Care  Facilities 

07/15/82 

114.2 

CMR 

2.00* 

it  ■■ 

08/12/82 

114.2 

CMR 

2.00** 

n  H 

11/04/82 

114.2 

CMR 

2.00* 

n  H 

03/24/83 
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114.2  CMR  2.00**       Rates  of  Payment  to  Long  Term  Care 

and  Resident  Care  facilities 


03/24/83 


114.2  CMR  2.00** 
Bureau  of  Purchased 


Services 


114.5  CMR  3.00*** 


Rates  for  Certain,  Social,  Rehabilitative 
and  Educational  Programs 


114.5  CMR  6.00**       Rates  for  Certain  Alcoholism  Programs 
Bureau  of  Hospitals 
114.1  CMR  3.00* 


114.1  CMR  5.00* 


114.1  CMR  3.00** 


114.1  CMR  22.00*** 


114.1  CMR  24.00** 


114.1  CMR  25.00** 


114.1  CMR  6.00* 


114.1  CMR  3.00* 


114.1  CMR  23.00*** 


Prospective  Inpatient,  Outpatient  and 
Well-Newborn  Rate  Determination 

Prospective  Rate  and  Charge  Determination 
for  Health  Care  Facilities  Operated  by 
the  Department  of  Public  Health,  De- 
partment of  Mental  Health,  Counties  of 
the  Commonwealth  and  Soldiers'  Homes 

Prospective  Inpatient,  Outpatient  and 
Well-Newborn  Rate  Determination 

System  for  Review  and  Approval  of  Fiscal 
Year  1983  Hospital  Charges  and  New 
Charges  for  Hospitals  with  Fiscal  Years 
which  Commence  between  September  1, 
1982  and  October  31,  1982 

Fee  Determination  for  Residential 
Alcoholism  Treatment  Program  Operated 
By  The  Department  of  Public  Health 
at  Rutland  Heights  Hospital 

Review  of  Acute  Hospital  Charges  and 
And  For  Determination  for  Acute 
Hospitals  Of  Approved  Gross  Patient 
Service  Revenue  and  Interim  Medicaid 
Rates  of  Payment  for  Fiscal  Year  1983 

Inpatient,  Outpatient  Industrial 
Accident  Rate  Determination 

Prospective  Inpatient,  Outpatient 
and  Well-Newborn  Rate  Determination 

System  for  Review  and  Approval  of  Fiscal 
Year  1983  Hospital  Charges  and  New 
Charges  for  Hospitals  with  Fiscal  Years 
which  Commence  Between  November  1,  1982 
and  May  31,  1983 


04/07/83 

03/10/83 
04/07/83 

07/01/82 
07/15/82 


08/12/82 
08/19/83 


09/09/82 


10/01/82 


10/07/82 
10/21/82 
12/16/82 
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114.1  CMR  25.00** 


Review  of  Acute  Hospital  Charges  and  for 
Determination  for  Acute  Hospitals  of 
Approved  Gross  Patient  Service  Revenue 
and  Interim  Medicaid  Rates  of  Payment 
for  Fiscal  Year  1983 


12/16/82 


114.1  CMR  25.00*** 


Review  of  Acute  Hospital  Charges  and  for 
Determination  for  Acute  Hospitals  of 
Approved  Gross  Patient  Service  Revenue 
and  Interim  Medicaid  Rates  of  Payment 
for  Fiscal  Year  1983 


12/30/82 


114.1  CMR  25.00*** 


114.1  CMR  26.00*** 


114.1  CMR  21.00*** 


Review  of  Acute  Hospital  Charges  and  for  05/05/83 
Determination  for  Acute  Hospitals  of 
Approved  Gross  Patient  Service  Revenue 
and  Medicaid  Rates  of  Payment 

Review  and  Approval  of  Hardship  Relief  05/19/83 
for  Acute  Hospitals 

Review  and  Approval  of  Fiscal  Year  1984  06/02/83 
Hospital  Charges  and  New  Charges  for 
Hospitals  with  Fiscal  Years  which 
Commence  During  the  Period  June  1,  1983 
and  August  31,  1983 
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APPENDIX  B 


MASSACHUSETTS  RATE  SETTING  COMMISSION 
PUELIC  HEARINGS  HELD  DURING  FISCAL  YEAR  1983 


DATE 


July  9,  1982 


August  13,  1982 


September  2,  1982 


October  8,  1982 


REGULATION 


114.1  CMR  22.00 


114.4  CMR  5.00 
114.1  CMR  6.00 

114.1  CMR  3.00 

114.3  CMR  6.00 
114.3  CMR  28.00 
114.3  CMR  37.00 

114.2  CMR  3.00 


October  22,  1982       114.1  CMR  23.00 


November  19,  1982      114.1  CMR  25.00 


REGULATORY  FOCUS 

Review  and  Approval  of  Fiscal 
Year  1983  Hospital  Charges 
and  New  Charges  for  Hospitals 
with  Fiscal  Years  which 
Commence  between  September  1, 
1982  and  October  31,  1982 

Day  Care  Centers  and 
Protective  Day  Care  Programs 

Inpatient,  Outpatient  and 
Well-Newborn  Rate  Deter- 
mination 

Prospective  Inpatient,  • 
Outpatient  and  Well-Newborn 
Rate  Determination 

Mental  Health  Centers 

Chiropractic  Services 

Chronic  Maintenance  Dialysis 
Treatment 

Prospective  Rate  Determination 
for  Intermediate  Care 
Facilities  for  the  Mentally 
Retarded  (ICF-MR) 

Review  and  Approval  of  Fiscal 
Year  1983  Hospital  Charges 
and  New  Charges  for  Hospitals 
with  Fiscal  Years  which 
Commence  between  November  1, 
1982  and  May  31,  1983 

Review  of  Acute  Hospital 
Charges  and  for  Determination 
for  Acute  Hospitals  of 
Approved  Gross  Patient  Service 
Revenue  and  Interim  Medicaid 
Rates  of  Payment  for  Fiscal 
1983 
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November  30,  1982 
December  15,  1982 

December  28,  1982 

January  5,  1983 
January  12,  1983 

March  31,  1983 


April  8,  1983 

April  12,  1983 

April  14,  1983 
April  22,  1983 


April  26,  1983 
May  13,  1983 


May  18,  1983 


114.3  CMR  34.00 

114.4  CMR  8.00 

114.3  CMR  3.00 

114.2  CMR  2.00 

114.3  CMR  21.00 

114.5  CMR  3.00 

114.1  CMR  25.00 


114.1  CMR  26.00 

114.3  CMR  9.00 

114.3  CMR  14.00 

114.1  CMR  21.00 


114.3  CMR  4.00 

114.4  CMR  9.00 

114.2  cmr  2.00 

114.3  CMR  24.00 


Prostheses  and  Prosthetic 
Devices 

Voucher  Payments  for  Day 
Care  Services 

Heme  Health  Agencies 

Rates  of  Payment  to  Long 
Term  Care  Facilities  and 
Resident  Care  Facilities 

Restorative  Services 

Rates  for  Certain  Social, 
Rehabilitative  and 
Educational  Programs 

Review  of  Acute  Hospital 
Charges  and  for  Determination 
for  Acute  Hospitals  of  ^_ 
Approved  Gross  Patient  Servlcel 
Revenue  and  Medicaid  Rates  of 
Payment 

Review  and  Approval  of 
Hardship  Relief  for  Acute 
Hospitals 

Independent  Living  Services 
for  the  Severally  Physically 
Disabled 

Dental  Services 

Review  and  Approval  of  Fiscal 
Year  1984  Hospital  Charges  and 
New  Charges  for  Hospitals  with 
Fiscal  Years  which  Commence 
During  the  Period  June  1, 
1983  and  August  31,  1983 

Community  Health  Centers 

Accommodations,  Standard 
Purchases  and  Providers 
Sub-Purchase  Programs 

Rates  of  Payment  to  Long  Term 
Care  Facilities  and  Resident 
Care  Facilities 

Private  Duty  Nursing  Care 
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May  24,  1983 

May  25,  1983 
ii 

May  26,  1983 
June  29,  1983 


114.3  CMR  27.00 

114.3  CMR  31.00 

114.3  CMR  3.00 

114.5  CMR  6.00 

114.1  CMR  17.00 

114.3  CMR  11.00 
114.1  CMR  5.00 


Ambulance  Services 

Prescribed  Drugs 

Home  Health  Agencies 

Rates  for  Certain  Alcoholism 
Programs 

Requirement  for  the  Submission 
of  Hospital  Case  Mix  and 
Charge  Data 

Homemaker/Home  Health  Aide 
Services 

Rates  of  Payment  to  Health 
Care  Facilities  Operated  by 
the  Department  of  Public 
Health,  Department  of  Mental 
Health,  Counties  of  the       _  . 
Commonwealth  and  Soldiers' 
Homes 
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APPENDIX  C 
ADVISORY  RULINGS  -  1983 


AR-10-82 


CAR-11-82 


AR-12a-82 


AR-12b-82 


AR-13-82 
AR- 14-82 

AR-15-82 
AR-16-82 
AR-17-82 
AR-18-82 


Steven  F.  Snyder,  Esq. 
Moulton  &  Looney 


Selma  Cohen,  President 
Mass.  Council  for 
Homemaker/Home  Health 
Aide  Services 

Messrs.  Alan  S.  Goldberg 
&  Stephen  M.  Weiner 
Goulston  &  Storrs 


Richard  H.  Gens,  Esq. 
Gens  &  Gens 

Donald  E.  McNamee 


Allowable  Mortgage  Interest 
Rate  -  Hannah  Dust in  House 
Nursing  Hone 

Rates  for  Homemaker/Home 
Health  Aide  Services 


The  Hillhaven  Corporation 
and  its  subsidiaries 
including  First  Healthcare 
Supply  Co.,  Inc.  and 
Hillhaven  of  Massachusetts, 
Inc.   (collectively,  Hillhaven.. 
Unitary  Transactions)  : 

The  Hillhaven  Corporation 
and  its  subsidiaries 
including  First  Healthcare 
Supply  Co. ,  Inc.  and 
Hillhaven  of  Massachusetts, 
Inc.   (collectively,  Hillhaven 
Allowable  Interest) 

Bradley  Manor  Nursing  Heme 
-  Transfer  of  Reimbursement 

Allowable  Basis  of  Crystal 
Springs  School  After  Transfer 
of  Ownership 


Meyer  Saievetz,  Treas.  Allowable  Mortgage  Interest 
Chelsea  Jewish  Nurs.  Home 

James  R.  Plunkett  Allowable  Mortgage  Interest 

Cape  Regency  Nursing  Home 

Elaine  Wilson,  Exec.  Dir.  Allowable  Mortgage  Interest 
North  End  Comm.  Health  Ctr. 


Robert  J.  Murphy 
Landa  &  Altsher,  P.C. 


Amesbury  &  Northbridge 
Nursing  Homes  -  Mortgage 
Refinancing 
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His  Excellency,  the  Governor, 


The  Honorable  Senate, 
The  House  of  Representatives, 
The  State  Secretary 
The  Secretary  of  the  Executive- 

Office  of  Human  Services, 
Of  the  Commonwealth  of  Massachusetts: 

Pursuant  to  the  provisions  of  the  Massachusettts  General  Laws,  Chapter 
6A,  section  32,  I  am  submitting  herewith  the  TENTH  ANNUAL  REPORT,  of  the 
Massachusetts  Rate  Setting  Commission,  as  reorganized  by  Chapter  1229,  of 
the  Acts  of  1973,  effective  July  1,  1974. 

The  intent  of  this  Report  is  to  reflect  the  Commission's  achievements 
and  activities  during  its  eleventh  year  of  operation,  the  year  ending  June 
30,  1985. 

As  required  by  law,  the  Report  contains  a  statement  specifying  th« 
management  of  the  (Commission's  affairs,  a  detailed  analysis  of  its  reim- 
bursement policy  for  each  class  of  provider  of  services  and  for  state 
institutions,  and  a  description  of  the  Commission's  coordination  of  its 
rate-making  functions  with  the  rule-making  functions  of  the  departments  of 
the  Commonwealth  regulating  said  providers  and  institutions. 
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PREFACE 


The  Rate  Setting  Commission  has  the  sole  responsibility  for  establish- 
ing fair,  reasonable  and  adequate  rates  of  reimbursement  for  services 
delivered  to  publicly-assisted  individuals  by  health  care,  educational, 
social  service  and  rehabilitative  service  providers.  In  addition,  the 
Commission  approves  rates  of  payment  entered  into  under  contract  between 
any  hospital  service  corporation  and  provider  for  the  furnishing  of  health 
services . 

In  recent  years,  the  responsibilities  of  the  Rate  Setting  Commission 
have  grown  considerably.  Starting  in  1976,  the  Commission  reviewed  and 
approved  hospital  cnarges  under  Chapter  409  of  the  Acts  of  1976  (charge 
control) ,  the  hospital  charge  review  system.  Since  August  1982,  with  the 
passage  of  Chapter  372,  "An  Act  Related  to  Establishment  of  Hospital  Rates 
of  Payment  and  Charges",  the  Commission  has  been  responsible  for  the  review 
and  approval  of  charges  for  all  payors.  A  detailed  explanation  of  Chapter 
372  is  included  in  the  Hospital  Bureau  section  of  this  report. 

There  has  been  increased  responsibility  in  the  establishment  of  rates 
for  social  service  programs  and  purchase  of  service  programs  with  a 
emphasis  in  this  area  on  refining  financial  analysis  capabilities. 

The  Commission  sees  its  scope  of  services  to  include  assistance  to 
other  agencies  and  governmental  units  with  responsibilities  in  health, 
education  and  social  service  regulation.  For  example,  Commission  staff 
assist  the  Office  of  Determination  of  Need  of  the  Department  of  Public 
Health  in  the  financial  review  of  applications  for  capital  expenditures. 
There  is  also  a  close  working  relationship  with  the  Office  of  the  Attorney 
General  in  the  identification  and  investigation  of  Medicaid  fraud. 
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The  Carmission  recognizes  as  a  necessary  part  of  its  role  as  a 
government  agency  a  need  to  improve  the  flow  of  information  to  the  general 
public,  the  ultimate  recipient  of  the  services  for  which  it  establishes 
rates  of  payment. 

I.      MANAGEMENT  OF  COMMISSION  AFFAIRS 
A.  AUTHORITY 

During  Fiscal  Year  1985,  the  Commission  was  responsible  for  six 
significant  areas  of  activity: 

(1)  The  Commission  had  the  responsibility  of  establishing  fair, 
reasonable  and  adequate  rates  to  be  paid  by  governmental  units  to  "provi- 
ders of  health  care  services  "  (G.L.  c.  6A,  s  32)  .  These  providers  of 
health  care  services  included  accommodations,  as  well  as  social,  education, 
and  rehabilitative  services. 

Under  this  jurisdiction,  the  Commission  determined  the  rates  to  be 
paid  by  the  Commonwealth  for  a  variety  of  medical  and  health  related 
services,  including  the  services  of  hospitals,  long  term  care  facilities, 
physicians,  pharmacists,  dentists,  hone  health  agencies  and  neighborhood 
health  centers  to  name  but  a  few  provider  groups.  The  majority  of  provid- 
ers were  those  from  whom  services  were  purchased  under  the  medical  assis- 
tance program  administered  by  the  Department  of  Public  Welfare. 

In  addition  to  medical  and  health  related  services,  the  Commission 
established  rates  for  social,  rehabilitative,  and  educational  services. 
Originally  rhe  Commission  was  responsible  for  setting  rates  for  a  variety 
of  child  care  programs  purchased  by  the  Departments  of  Education,  Mental 
Health,  Public  Health,  Public  Welfare,  Youth  Services  and  the  Office  for 
Children,  for  the  provision  of  training,  instruction,  residential  treat- 
ment, support  and  day  care  services  for  certain  blind,  deaf,  aphasic,  and 
emotionally  disturbed  children,  and  youthful  offenders,  and  for  such  ser- 
vices and  accommodations  purchased  by  the  Department  of  Elder  Affairs. 

Section  12,  of  Chapter  1229,  of  the  Acts  of  1973,  greatly  expanded  the 
services  and  accommodations  for  which  the  Commission  was  responsible. 
Effective  July  1,  1975,  the  term  "general  health  supplies,  care,  social, 
rehabilitative,  or  educational  services  and  accommodations"  was  amended  to 
include  all  such  services  that  were  not  previously  subject  to  Commission 
consideration.  Included  in  this  change  was  all  service  purchased  by  state 
agencies  and  local  educational  authorities  pursuant  to  Chapter  766  of  the 
Acts  of  1972,  the  special  education  law. 

(2)  The  Commission  received  temporary  responsibility  in  July  1975  for 
review  and  approval  of  hospital  charge  increases  to  the  general  public, 
through  the  enactment  of  Chapter  424,  of  the  Acts  of  1975.  This  respon- 
sibility was  made  permanent  and  broadened  through  the  enactment  of  Chapter 
409,  of  the  Acts  of  1976,  effective  October  15,  1976.  The  purpose  of  this 
act  was,  in  part,  to  reorganize  immediately  the  health  care  delivery  system 
of  Massachusetts  in  an  equitable  and  feasible  manner  for  all  citizens  of 
the  Commonwealth.    A  further  development  occurred  on  August  10,  1982  with 


the  enactment  of  Chapter  372,  a  comprehensive  plan  of  reimbursement  for  all 
payors . 

(3)  The  Commission  had  the  responsibility  of  establishing  fair  and 
adequate  charges  to  be  used  by  state  institutions  for  general  health 
supplies,  care,  social,  rehabilitative  or  educational  services  and  accommo- 
dations. (G.L.  c.  6A,  s  32.)  Charges  are  based  on  actual  costs  incurred 
by  each  state  institution  reasonably  related,  in  the  circumstance  of  each 
institution,  to  the  efficient  production  or  delivery  of  these  services  in 
each  setting.  Under  this  authority,  the  Commission  determined  the  rates  to 
be  charged  by  state  hospitals  operated  by  the  Departments  of  Mental  Health 
and  Public  Health,  the  Soldier's  Home  of  Massachusetts ,  the  Soldier's  Home 
in  Holyoke,  schools  for  the  mentally  retarded,  and  other  facilities. 

(4)  The  Commission  had  the  responsibility  for  approving  contracts 
between  Blue  Cross  of  Massachusetts  and  providers  of  health  services  and 
for  approving  rates  and  final  settlements  under  these  contracts.  (G.L.  c. 
176A,  s  5.)  Under  this  authority  the  Commission  approved  Blue  Cross 
participating  and  cooperating  agreements  with  hospitals,  mental  health 
centers,  long  term  care  facilities,  pharmacists,  detoxification  centers, 
health  maintenance  organizations,  and  non-hospital  health  related  support 
services .  4 

In  exercising  this  authority,  particularly  as  it  relates  to  hospitals, 
the  Commission  action  exerted  a  major  influence  in  controlling  the  cost  of 
premiums  paid  by  Blue  Cross  subscribers. 

(5)  The  Commission  was  responsible  for  establishing  rates  to  be  paid 
for  general  health  supplies  and  care  by  commercial  insurance  carriers  under 
the  Workman's  Compensation  Act  (G.L.  c.  152,  s  13)  administered  by  the 
Industrial  Accident  Board. 

(6)  The  Commission  had  the  responsibility  for  approving  estimated 
receipts  of  the  City  of  Boston  from  the  provision  of  health  services 
(Chapter  909  of  the  Acts  of  1969) .  This  authority  had  a  direct  effect  on 
the  tax  rare  of  the  City  of  Boston,  since,  to  the  extent  the  City's  esti- 
mated costs  for  providing  health  services  may  be  in  excess  of  the  Com- 
mission's approved  estimate  of  receipts,  the  differences  must  be  accounted 
for  in  tax  levies. 

B.       PROCEDURE  FOR  DEVELOPMENT  AND  REVIEW  OF  PATES 

(1)  Regulations  -  The  Commission  determines  rates  through  regu- 
lations. In  many  cases,  particularly  for  non-institutional  medical  provid- 
ers, the  regulation  will  contain  a  fee  schedule  which  itself  represents  the 
rates  for  services  provided.  In  the  case  of  institutional  providers,  the 
rate  determination  is  in  the  form  of  a  general  regulation  containing  a 
definition  of  allowable  costs  and  a  process  for  developing  individual  rates 
from  the  allowable  costs. 

A  public  hearing  is  held  before  a  regulation  is  promulgated  in  order 
to  allow  for  input  from  affected  providers,  purchasing  agencies,  and  the 
general  public.  A  notice  of  a  public  hearing  is  filed  with  the  Secretary 
of  the  Corrmonwealth  and  is  published  in  two  daily  newspapers  and  the 


Massachusetts  Register  prior  to  the  public  hearing.  Notice  and  copies  of 
the  proposed  regulation  are  sent  to  the  Department  of  Ccmnunity  Affairs  and 
the  Local  Governmental  Advisory  Committee,  as  required  by  Executive  Order 
145. 

Copies  of  the  notice  of  a  public  hearing  are  sent  to  interested 
parties  and  to  members  of  the  Advisory  Council  of  the  Commission.  The 
Advisory  Council  also  receives  copies  of  proposed  regulations.  Addition- 
ally, proposed  regulations  affecting  hospital  charge  review  for  non-acute 
hospitals  are  subject  to  at  least  sixty  day  prior  review  and  comment  by 
members  of  the  Hospital  Policy  Review  Board  of  the  Commission. 

During  Fiscal  Year  1985,  the  Commission  adopted  twenty-one  regulations 
and  forty-eight  amended  regulations.  Prior  to  their  adoption,  the 
(Commission  held  forty-two  public  hearings.  Appendix  A  lists  all 
regulations  adopted  during  the  period  July,  1984  and  June  30,  1985  under 
the  heading  of  each  Bureau  responsible  for  their  preparation  and 
administration.  Appendix  B  contains  a  chronological  listing  of  all  public 
hearings  held  by  the  Ctornmission  during  Fiscal  Year  1985.  Included  in  that 
list  is  a  public  hearing  on  proposed  Blue  Cross  Contract,  HA-30,  the 
successor  contract  to  Hospital  Agreement  (HA-29) . 

Regulations  promulgated  in  prior  fiscal  years  remain  in  effect  and 
applicable  unless  replaced  by  later  Commission  regulations. 

(2)  Rate  Adjustments  -  Providers  who  receive  individual  rates  may 
apply  for  rate  adjustment  once  their  individual  rates  have  been  certified. 
Applications  for  adjustment  may  be  made  in  writing  to  the  Commission  by 
following  the  guidelines  established  in  the  relevant  regulation  under  Ich 
the  rates  were  adopted.  Upon  receipt  of  each  request,  bureau  staff  will 
conduct  a  timely  review  of  the  application  for  adjustment  and  the  required 
support incr  documentation  and  make  its  recommendations  to  the  Commission  at 
a  subsequent  business  meeting.  All  business  meetings  are  open  to  the 
public. 

Following  are  examples  of  situations  which,  under  Commission  regu- 
lations, generally  support  an  adjustment  to  the  rate  originally  certified 
by  the  Commission: 

Expenditures  imposed  upon  providers  because  of  laws,  licensing 
regulations,  safety  regulations,  or  any  official  requirement  made 
by  a  city,  town,  state,  or  federal  authority; 

Unusual  or  unforeseen  increases  in  the  reasonable  program 
operating  costs  beyond  the  control  of  the  provider,  (i.e. , 
replacement  of  equipment  or  facilities  due  to  fire  or  flood  or 
repair  of  major  equipment)  not  contemplated  in  any  inflation 
factors  used  in  developing  the  rate; 

Decreased  or  terminated  funding  from  external  sources  (i.e., 
grants,  subsidies,  donations); 

Mechanical  or  clerical  errors  made  by  Commission  staff  in  the 
calculation  of  rates. 


Generally,  if  the  situation  is  one  of  emergency,  in  that  it  threatens 
the  financial  stability  of  a  program,  and  is  substantial  in  nature,  it  can 
be  reviewed  for  a  possible  rate  adjustment  by  the  Commission,  provided  that 
there  is  sufficient  documentation,  which  sometimes  includes  the  endorsement 
by  the  purchasing  state  agency,  to  justify  such  adjustment. 

(3)    Rate  Appeals  -  On  July  1,  1974,  the  Division  of  Hearing  Officers 
was  established  as  an  agency  of  the  Executive  Office  for  Administration  and 
Finance,    (Section  3,  Chapter  1229,  Acts  of  1973).    The  name  of  the  agency 
was  changed  to  the  Division  of  Administrative  Law  Appeals  on  March  21,  1984 
(Ch.  683  Acts  of  1983) . 

The  Division  hears  appeals  from  the  providers  of  services  who  feel 
that  their  rates  of  reimbursement  are  not  fair.  After  a  formal  appeal  has 
been  filed  with  the  Division,  an  administrative  magistrate  of  the  Division 
will  hold  an  adjudicatory  hearing  in  accordance  with  the  Administrative 
Procedures  Act,  G.L.  c.  30A.  After  all  relevant  testimony  and  evidence  has 
been  submitted  to  the  assigned  Adrninistrative  Magistrate,  (s) he  then 
prepares  a  written  decision,  which  is  submitted  to  the  Rate  Setting  Commis- 
sion. 

If  the  decision  results  in  a  recommendation  for  a  rate  different  from 
that  originally  certified  by  the  Commission,  the  Commissioners  then  estab- 
lish a  new  rate  based  upon  the  statement  of  reasons.  The  Commission  may/ 
however,  return  the  decision  to  the  administrative  magistrate  for  further 
investigation  if  the  Commissioners  determine  that  the  hearings  officer's 
statement  of  reasons  is  inadequate  to  determine  a  fair,  reasonable  and 
adequate  rate.  Commission  action  on  a  recommended  decision  is  taken  by 
vote  at  a  bi-weekly  public  Commission  meeting. 

Shoulc  a  party  still  consider  itself  to  be  aggrieved  by  a  decision  of 
the  Division  of  Administrative  Law  Appeals,  it  has  thirty  days  fron  receipt 
of  such  decision  to  file  a  petition  for  review  in  the  Superior  Court  for 
Suffolk  County. 

C.      COMMISSION  STRUCTURE 

(1)  Commissioners  -  Pursuant  to  Section  32,  Chapter  6A,  of  the 
General  Laws,  as  amended  by  Chapter  1229  of  the  Acts  of  1973,  effective 
July  1,  1974,  the  Commission  shall  consist  of  three  members  appointed  by 
the  Governor.  The  Commission  shall  consist  of  a  Chairman  who  shall  have 
administrative  experience  and  an  advanced  degree  in  the  field  of  business 
administration,  public  adndnistration ,  or  law.  One  of  the  other  two 
members  shall  be  a  certified  public  accountant  and  one  shall  be  a  person 
experienced  in  the  field  of  medical  economics.  A  further  qualification  is 
that  no  more  than  two  members  shall  belong  to  the  same  political  party. 
Each  Commissioner  is  appointed  for  a  term  of  three  years.  The  initial 
appointments  were  for  staggered  terms  of  one,  two,  and  three  years. 

On  July  3,  1974,  Governor  Francis  W.  Sargent  appointed  Stephen  M. 
Weiner,  Chairman  to  a  term  of  two  years,  Shelby  P.  Mudarri,  CP. A., 
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Cotmissioner  to  a  term  of  one  year,  and  Andrew  H.  Nighswander,  Ccrtmission 
to  a  term  of  three  years.  Since  the  initial  appointments,  the  following 
appointments  have  been  made: 

Commissioner  Shelby  P.  Mudarri,  CP. A.  was  reappointed  by  Governor 
Michael  S.  Dukakis  to  a  full  three-vear  term  effective  July  3,  1975  to  July 
2,  1978. 

Chairman  Stephen  M.  Werner  was  reappointed  by  Governor  Michael  S. 
Dukakis  to  a  full  three-year  term  effective  July  3,  1976  to  July  2,  1979. 
Chairman  Weiner  resigned  June  30,  1978. 

Commissioner  Andrew  Nighswander  was  reappointed  by  Governor  Michael  S. 
Dukakis  to  a  full  term  effective  July  3,  1977  to  July  2,  1980. 
Commissioner  Nighswander  resigned  effective  December  31,  1977. 

Commissioner  Charles  C.  Stover, III  was  appointed  January  13,  1978,  to 
fill  the  unexpired  term  effective  July  3,  1977  to  July  2,  1980. 

Commissioner  Shelby  P.  Mudarri,  CP. A.  was  reappointed  by  Governor 
Michael  S.  Dukakis  to  a  full  three-year  term  effective  July  3,  1978  to  July 
2,  1980. 

Chairman  Peter  Hiam  was  appointed  October  23,  1978,  to  fill  the 
unexpired  term  effective  July  3,  1976  to  July  2,  1979.  Chairman  Weiner 
resigned  effective  July  1,  1978. 

Chairman  Peter  Hiam  was  reappointed  to  a  full  three-year  term  effec- 
tive July  3,  1979  to  July  2,  1982. 

Commissioner  Martin  A.  Atkins  was  appointed  September  19,  1980  to  a 
full  three-year  term  effective  July  3,  1980  to  July  2,  1983.  Comiiissioner 
Atkins  replaced  Commissioner  Stover  whose  term  had  expired. 

Commissioner  David  S.  Telegen,  CP. A.  was  appointed  September  3,  1981 
to  a  full  three-year  term  effective  July  3,  1981  to  July  2,  1984. 
Commissioner  Telegen  replaced  Commissioner  Mudarri  whose  term  had  expired. 


Chairman  Robert  J.  Griffin  was  appointed  July  21,  1982  to  a  full 
three-year  term  effective  July  3,  1982  to  July  2,  1985.  Chairman  Griffin 
replaced  Chairman  Hiam  whose  term  had  expired. 

Commissioner  Katharine  M.  Pell  was  appointed  July  13,  1983  to  a  full 
three-year  term  effective  July  3,  1983  to  July  2,  1986.  Commissioner  Pell 
replaced  Commissioner  Atkins  whose  term  had  expired. 

Commissioner  Mary  Yee  Jong,  CP. A.,  was  Appointed  August  13,  1984  to  a 
full  three-year  term  effective  July  3,  1984  to  July  2,  1987.  Commissioner 
Jong  replaced  Commissioner  Telegen  whose  term  has  expired. 

(2)     Executive  Secretary  -  The  Commission  shall  appoint  an  Executive 
Secretary  who  shall  be  responsible  for  the  internal  management  of  the 
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Commission  and  who  shall  report  to  the  Commission.  John  A.  Daley  was  ap- 
pointed Executive  Secretary  June  16,  1975. 

(3)  Bureaus  -  G.L.  c.  6A,  s  33,  authorizes  the  Commission  to  estab- 
lish such  bureaus  as  may  be  necessary  to  carry  out  its  duties  including  but 
not  limited  to  a  bureau  of  hospitals  and  a  bureau  of  long-term  care 
facilities. 

(a)      Bureau  of  Hospitals 

Director :    John  Chapman 

The  Bureau  of  Hospitals  develops  the  rates  of  payment  for  hospitals 
providing  inpatient  and  outpatient  care  to  publicly-aided  and  industrial 
accident  patients  as  well  as  charges  to  the  general  public  for  state  and 
county  hospitals.  Additionally,  the  Bureau  is  responsible  for  evaluating 
contracts  between  Blue  Cross  of  Massachusetts,  Inc.  and  hospitals  and 
making  recommendations  to  the  Commission  concerning  these  contracts.  The 
Bureau  audits  all  hospital  in  fulfillment  of  its  requirement  to  establish 
public-assistance  rates  and  to  prepare  Blue  Cross  final  settlements. 

The  Bureau  also  reviews  an  estimate  of  the  expected  revenue  for  the 
City  of  Boston,  Department  of  Health  and  Hospitals.  The  revenue  projection 
is  required  by  law  to  be  used  in  the  calculation  by  the  city  of  its  annual 
tax  rate. 

In  1976  the  temporary  authority  to  review  charge  increases  and  pro- 
posed new  charges  under  Chapter  424  of  the  Acts  of  1975,  was  made  permanent 
pursuant  to  Chapter  409,  of  the  Acts  of  1976. 

With  the  passage  of  Chapter  372  of  the  Acts  of  1982  a  new  hospital 
financing  system  was  established  in  Massachusetts.  The  s;:?rem  is  a 
prospective  budget  and  payment  system  that  institutes  positive  financial 
incentives  into  the  reimbursement  system,  rewarding  efficient  hospital 
management  and  encouraging  reductions  in  resource  consumption. 

(b)  Bureau  of  Long  Term  Care  Facilities 
Director ;    James  E.  Sullivan 

The  Bureau  of  Long-Term  Care  Facilities  develops  the  rates  of  payment 
for  long-term  care  and  residential  care  provided  by  nursing  and  rest  homes 
to  publicly-aided  patients.  The  bureau  also  develops  the  rates  of  payment 
for  medical,  social,  and  rehabilitative  care  and  services  provided  to 
publicly-aided  individuals  in  intermediate  care  facilities  (ICF/MRs)  for 
the  mentally  retarded. 

(c)  Bureau  of  Community  Based  Services 
Director :    Susan  M.  Babin 

In  the  Fall  of  1984  the  Commission  split  the  Bureau  into  two  new 
Bureaus.  The  medical  and  health  related  services  became  the  Bureau  of 
Ambulatory  Care.    The  educational,  social,  rehabilitative  and  purchase  of 
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service  units  became  the  Bureau  of  Educational  Social  and  Mental  Health 
Services.  The  Commission  determined  that  two  bureaus  would  be  more 
responsive  to  the  general  public  and  the  provider  community  in  light  of  the 
major  differences  between  the  services  regulated.. 

Joan  Definis,  formerly  Assistant  Director  of  the  medical  and  health 
related  services  unit  was  promoted  to  Director  of  the  new  Bureau  of 
Ambulatory  Care  upon  the  departure  of  Susan  Bab  in.  Ann  Buccelli,  Chief 
Auditor  in  the  educational  and  social  services  unit  was  promoted  to 
Director  of  the  new  Bureau  of  Educational,  Social  and  Mental  Health 
Services. 

(d)  Bureau  of  Ambulatory  Care 

Director :    Joan  DeFinis 

The  Bureau  of  Ambulatory  Care  develops  reimbursement  policies  and 
rates  for  community  based  health  care  and  support 

services  provided  to  publicly-aided  and  industrial  accident  patients.  The 
programs  providing  such  care  serve  as  alternative  delivery  systems  to 
institutions  such  as  hospitals  and  nursing  homes.  The  emphasis  is  on 
ambulatory  and  home  health  care. 

The  Bureau  is  responsible  for  establishing  rates  of  payment  for 
services  rendered  to  publicly-aided  and  industrial  accident  patients  by 
individual  practitioners  including  physicians,  dentists,  psychologists, 
private  duty  nurses,  restorative  therapists,  and  others.  Additional 
responsibilities  include  rates  for  such  diverse  services  as  drugs,  ambu- 
lances, orthotics,  and  medical  supplies. 

(e)  Bureau  of  Educational,  Social  and  Mental  Health  Services 

Director :    Ann  Buccelli 

The  Bureau  of  Educational,  Social  and  Mental  Health  Services  develops 
rates  of  reimbursement  for  social  and  educational  programs  purchased  by 
various  governmental  units.  These  programs  include  all  services  rendered 
to  children  with  special  needs,  residential  programs  purchased  by  the 
Department  of  Youth  Services,  programs  purchased  under  Chapter  766  -  the 
special  education  law  and  day  care  programs.  It  is  also  is  responsible  for 
review  and  determination  of  rates  of  payment  for  certain  social, 
educational,  rehabilitative  and  health  care  services  purchased  under 
contract  which  are  not  covered  or  regulated  by  any  of  the  other  bureaus. 

(4)  Support  Units  -  In  addition  to  the  four  bureaus  the  Commiss.jn 
maintains  a  legal  department  designated  as  the  Office  of  the  General 
Counsel,  an  Administrative  Support  Unit  under  the  Executive  Secretary,  and 
a  Bureau  of  Systems  Development 

(a)    Bureau  of  Systems  Development 

Director ;    Mary  Randall 

In  January,  1984,  the  Commission  merged  all  data  processing  activities 
into  one  bureau.  The  Bureau  was  formed  to  consolidate  the  operations  of 
several  bureaus  into  an  efficient  systems  support  and  development  unit. 

1  1 


(b)      Office  of  the  General  Counsel 


General  Counsel:    Pamela  S.  Green ,  Esq. 

The  Commission's  Legal  Department  is  composed  of  seven  attorneys,  one 
auditor,  and  two  secretaries.  One  of  the  attorneys  works  primarily  on  Blue 
Cross — Commission  legal  matters  and  jne  works  primarily  on  hospital  and 
charge  control  matters.  Five  attorneys  handle  a  substantial  proportion  of 
the  hearings  before  the  Division  of  Administrative  Law  Appeals.  The 
auditor  works  with  attorneys  on  pre-hearing  conferences  and  hearings  on 
appeals  by  long-term  care  facilities.  The  Legal  Department  in  Fiscal  Year 
1985  handled  litigation  in  the  areas  of  Blue  Cross,  Medicaid,  hospital 
charge  control  and  Education  programs..  In  addition,  the  Legal  Department 
was  responsible  for  the  monitoring  of  relevant  legislation,  appear  at 
hearings  before  the  Division  of  Administrative  Law  Appeals,  and  providing 
general  legal  services  to  the  Commission. 

(c)  Administration 

The  Executive  Secretary  is  responsible  for  the  Administration  of  the 
day-to-day  operation  of  the  Commission.  Included  in  these  duties  are 
personnel,  budget,  purchasing,  security,  public  information,  and  liaison 
with  the  Executive  Office  of  Human  Services  and  various  agencies  of 
government.  Personnel  matters  are  under  the  direction  of  Thomas  Abbott, 
Personnel  Manager.  Financial  matters  are  supervised  by  Roberta  Prior, 
Fiscal  Officer.  Commissioner  business  affairs  are  managed  by  Barbara 
Crane,  Assistant  to  the  Executive  Secretary 

D.  AFFIRMATIVE  ACTION 

A  couj  of  the  Plan  is  available  for  public  review  at  the  Commission. 
The  pla;  was  the  second  plan  approved  by  the  Office  of  Affirmative 
Action.  Tae  Commission  consistently  meets  its  annual  goals.  It  maintains 
a  strong  commitment  to  elimination  of  discrimination  and  to  proviae 
equitable  remedies  for  the  consequence  of  any  past  discrimination 
practices.  This  position  is  consistent  with  the  explicit  intent  of 
Executive  Order  #74  (the  Governor's  Code  of  Fair  Practices,  1970,  as 
revised  and  amended  by  Executive  Order  #116)  and  Title  VTI  of  the  U.S. 
Civil  Rights  Act  of  1964,  as  amended  by  the  Equal  Employment  Act  of  1972. 

E.  ADVISORY  COUNCIL 

(1)    Council  Structure  -  Under  the  terms  of  G.L.  c.   6A,   s  34,  the 
Commission  is  to  appoint  an  Advisory  Council  consisting  of: 

(a)    The  Chairman  of  the  Rate  Setting  Commission,  the  Secretaries 
of  the  Executive  Office  of  Human  Services,  Elder  Affairs,  and 
Administration  and  Finance,  and  the  Commissioners  of  the 
Departments  of  Public  Welfare,  Public  Health,  and  Education,  or 
their  respective  designees. 
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(b)  Eight  members,  appointed  by  the  Commission,  are  to  be  providers 
or  representatives  of  provider  organizations  whose  rates  of 
reimbursement  are  determined  by  the  Commission.    No  one  provider 
group  may  have  more  than  one  representative  unless  each  provider 
group  is  represented  on  the  Council.    Since  the  Pate  Setting 
Commission  sets  rates  for  more  than  eight  classes  of  providers, 
it  is  necessary  for  the  Commission  to  choose  which  provider 
groups  are  to  be  represented  on  the  Council. 

(c)  Eight  members,  appointed  by  the  Commission,  who  are  to  be  non- 
providers  who  have  demonstrated  experience  in  the  field  of 
consumer  advocacy  and  who  have  no  financial  interest  in  any 
provider  of  services  whose  rates  of  reimbursement  are  de- 
termined by  the  Commission.    Of  these  eight  non-provider 
members,  the  law  specifies  the  source  of  four:    two  are  to 

be  selected  from  recommendations  made  by  statewide  labor 
organizations,  with  one  of  the  two  selected  from  recom- 
mendations made  by  the  State  Labor  Council  AFL-CIO;  and  two 
are  to  be  selected  from  recommendations  made  by  statewide 
organizations  representing  the  interests  of  the  elderly. 

(2)  Operating  Procedures--  The  official  operating  procedures  adopted 
by  the  Council  are  on  file  with  the  Executive  Secretary. 

(3)  Council  Meetings  -  The  Council  did  not  meet  During  fiscal  1985. 


F.      HOSPITAL  POLICY  REVIEW  BOARD 

(1)  Authority  -  G.L.  c.  6A,  s  34A,  as  amended,  mandated  the 
establishment  of  a  Pate  Setting  Commission  Hospital  Policy  Review  Board, 
consisting  of  two  members  designated  by  the  Secretary  of  the  Executive 
Office  of  Human  Services  and  nine  members  appointed  by  the  Governor,  two 
from  a  list  of  a  least  six  recommendations  submitted  by  the  Massachusetts 
Hospital  Association,  one  representing  a  teaching  hospital  and  one 
representing  a  non- teaching  hospital;  one  physician  from  a  list  of  at  least 
three  recommendations  submitted  by  the  Massachusetts  Medical  Society;  a 
non-provider  member  of  the  governing  board  of  a  health  systems  agency 
designated  pursuant  to  Title  XV  of  the  federal  Public  Health  Service  Act; 
one  representing  a  non-profit  hospital  service  corporations  under  Chapter 
176A;  one  representing  companies  authorized  to  sell  accident  and  health 
insurance  under  Chapter  175;  and  three  non-providers  with  experience  in  or 
knowledge  of  the  delivery  or  financing  of  hospital  services  and  who  shall 
represent  the  interests  and  concerns  of  business,  labor,  and  the  elderly, 
respectively. 

(2)  Structure  -  The  Board  is  composed  of  the  following  members 
appointed  by  the  Governor: 


Name 


Representing 


Henry  Ashworth 
Henry  DiPrete 
Arthur  Driscoll 


Health  Systems  Agencies 
Health  Insurance  Companies 
Elderly 
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Francis  E.  Fanning  Tabor 

David  Frost  Blue  Cross  of  Massachusetts ,  Inc. 

Dennis  Irish  Business 

Robert  Johnson  Corrnunity  Hospitals 

Michael  Rie,  M.D.  Physicians 

Paul  Vielkind  Executive  Office  of  Human 

Services 

The   following  two  members  were  appointed  by  the  Secretary  of  the 
Executive  Office  of  Human  Services: 

Marc  Covan  Executive  Office  of  Human 

Services 

Carmen  Camino  Department  of  Public  Welfare 


(3)  Purpose  -  The  Board  is  charged  to  review  and  make  comments  to  the 
Commission  with  respect  to  proposed  regulations  and  rules  of  the  CaTmission 
issued  pursuant  to  G.L.  c.  6A,  ss  37-72,  inserted  by  Chapter  409  of  the 
Acts  of  1976,  and  subsequently  by  Chapter  372  of  the  Acts  of  1982,  within 
thirty  days  of  receipt  of  proposed  rules  or  regulations.  It  is  to  report 
periodically  at  least  as  often  as  annually  to  the  Governor  and  General 
Court,  with  copies  to  the  Joint  Legislative  Committee  on  Health  Care,  on 
its  findings,  opinions,  and  recommendations  for  legislation. 


II.     THE  FORMULATION  OF  REIMBURSEMENT  POLICY:     ANALYSIS  OF  COMMISSION 
ACTIVITY  BY  BUREAUS  AND  SUPPORT  UNITS 

A.       BUREAU  OF  HOSPITALS 

PTrRODUCTTON 

The  Rate  Setting  Commission's  enabling  statute  requires  that  there  be 
a  Bureau  of  Hospitals.  This  Bureau  administers  the  Commission's  many 
hospital-related  responsibilities.    These  functions  include: 

(1)  Establishment,  pursuant  to  Chapter  372  of  the  Acts  of  1982,  of 
revenue  limits  for  acute  hospitals,  and  of  specific  rates  of  payment  within 
those  revenue  limits  for  Blue  Cross,  Medicaid,  non-Medicaid  government 
payors  and  payments  pursuant  to  the  Workmen's  Compensation  law. 

(2)  Establishment  of  rates  of  payment  for  non-acute  hospitals,  which 
include  many  state  institutions.  Specific  responsibilities  related  to 
non-acute  hospitals  include  the: 

(a)  Setting  of  rates  for  all  services  paid  for  by  government 
programs,  including  Medicaid  and  Workmen's  Compensation; 

(b)  Setting  of  charges  made  to  the  general  public  by  hospitals 
operated  by  the  Massachusetts  Departments  of  Public  Health 
and  Mental  Health,  the  Counties  of  the  Commonwealth  and  the 
Soldiers'  Homes;  and 

(c)  Approval,  pursuant  to  Chapter  409  of  the  Acts  of  1974,  of 
charges  to  the  general  public  in  private  hospitals. 
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(3)  Audits  of  all  hospitals,  both  acute  and  non-acute,  to  assure  the 
accuracy  and  validity  of  data  used  in  the  establishment  of  the  various 
rates  of  payment. 

The  work  of  the  Bureau  of  Hospitals  will  be  discussed  in  three 
sections:  (1)  major  activities  during  FY  1985;  (2)  description  of  the  acute 
hospital  payment  system  (C.372);  and  (3)  report  on  the  first  two  years' 
experience  with  C.372. 

MAJOR  ACTIVITIES  AND  ACCOMPLISHMENTS  DURING  FY  1985 

This  description  of  the  major  activities  and  accomplishments  of  the 
Bureau  of  Hospitals  during  FY  1985  has  three  parts:  (1)  acute  hospitals; 
(2)  non-acute  hospitals;  and  (3)  administrative  initiatives. 

(1)  Acute  Hospitals 

Administration  of  C.372 

Fiscal  year  1985  was  a  period  of  change  for  the  acute  hospital  payment 
system.  During  the  first  few  months  of  the  year  much  attention  was  focused 
on  the  review  and  eventual  approval  of  HA-30,  the  new  three  year  contract 
between  Blue  Cross  and  hospitals  that  is  the  basis  of  the  state's  all  payor 
system  under  Chapter  372.  During  the  last  few  months,  much  time  and  effort 
was  dedicated  toward  negotiating  amendments  to  C.  372  to  establish  a  three 
payor  system  (also  based  on  HA-30)  accommodating  Medicare's  move  to  the 
Prospective  Payment  System  (PPS)  .  While  planning  for  the  development  and 
implementation  of  major  changes  to  the  structure  of  the  reimbursement 
system,  Bureau  staff  maintained  existing  operations  and  simultaneously 
initiated  tlieir  expanded  duties  as  defined  by  HA-30  and  previously  enacted 
legislation.  The  Bureau  also  continued  its  audit  work  and  generated  the 
initial  stages  of  an  ongoing  evaluation  of  C.  372. 

HA-30  Feview  and  Approval 

Upon  receipt  of  a  memorandum  of  understanding  (MOU)  between  Blue  Cross 
and  the  Massachusetts  Hospital  Association  (MHA)  on  August  10,  1984,  Bureau 
staff  initiated  an  intensive  review  of  the  proposed  elements  of  HA-30  to 
determine  if  the  agreement  was  consistent  with  the  HA-30  guidelines  that 
the  Commission  had  released  during  fiscal  year  1984.  (See  the  Commission's 
FY  1984  report  for  a  description  of  these  guidelines  as  well  as  the  process 
used  to  develop  them. )  Staff  analysis  of  the  MOU  showed  the  proposed 
agreement  to  fall  short  of  the  guidelines.  Accordingly,  the  Commissioners 
advised  Blue  Cross  and  MHA  that  the  Commission  would  disapprove  any 
contract  that  simply  carried  out  the  provisions  of  the  MOU.  Furthermore, 
the  Commissioners  advised  Blue  Cross  and  MHA  of  those  areas  of  the  proposed 
contract  that  were  particularly  inappropriate  or  insufficient  in  the 
Commission's  view.  Blue  Cross  and  MHA  thereupon  reopened  their 
negotiations  and  submitted  a  proposed  HA-30  for  the  Commission's  review  and 
approval  that  in  their  view  addressed  the  shortcomings  of  the  MOU  that  the 
Commission  had  identified. 
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To  assist  in  the  public  review  of  HA-30,  Bureau  staff  presented  the 
results  of  the  Bureau's  detailed  analysis  of  the  proposed  contract  at  a 
pre-hearing  briefing  session  on  September  21,  1984.  This  pre-hearing 
briefing  session  served  to  inform  the  public  of  the  salient  features  of  the 
contract  and  the  probable  ramifications  thereof.  At  the  public  hearing, 
which  took  place  on  September  28,  1984,  Bureau  staff  again  summarized  the 
results  of  its  analysis  and  recommended  that  the  Commissioners  deny  the 
proposed  contract  as  it  still  did  not  meet  the  Commission's  guidelines. 
Many  participants  at  the  public  hearing,  which  included  23  speakers  and 
lasted  more  than  ten  hours,  similarly  recommended  denial. 

Subsequent  to  the  public  hearing,  Blue  Cross  and  MHA  offered  some 
changes  to  the  proposed  contract.  Bureau  staff  then  held  intense 
discussions  with  representatives  of  Blue  Cross  and  MHA  which  resulted  in 
the  submittal  of  written  amendments  to  the  proposed  contract.  Upon  review 
of  these  amendments,  the  Commission  approved  KA-30  on  October  18,  1984. 
Compared  to  the  proposed  provisions  of  the  initial  MOU,  HA-30  as  approved 
will  result  in  more  than  100  million  dollars  less  in  payments  to  acute 
hospitals  over  the  course  of  three  years  (the  all  payor  system  will 
continue  during  year  1,  and  a  three  payor  system  will  be  established  for 
years  2  and  3) .  These  savings  are  in  addition  to  the  administrative 
refinements  detailed  below.  - 


Work  on  Legislation 

The  Bureau  of  Hospitals  was  an  active  and  productive  participant  in 
two  major  Legislative  initiatives  during  FY  1985. 

(a)  C.  sAl  of  the  Acts  of  1984.  Bureau  staff  actively  participated  in 
the  discussions  and  negotiations  which  preceded  the  passage  of  C.347  in 
December  1984.    C.347  did  the  following: 

(i)  Corrected  a  technical  problem  in  C.372  which  caused  .'-fedicaid 
payments  to  hospitals  to  drop  by  approximately  40  million 
dollars,  or  12  percent,  between  1983  and  1984; 

(ii)  Reduced  financial  incentives  for  hospitals  to  discriminate 
against  Medicaid  patients; 

(iii)  Prohibited  hospitals  from  denying  care  to  anyone  for 
financial  reasons; 

(iv)  Directed  the  Commission  to  promulgate  regulations  requiring 
reasonable  and  appropriate  collection  action; 

(v)  Established  a  Rate  Setting  Commission  Hospital  Advisory  and 
Financial  Assistance  Board  that  would  provide  financial  and 
technical  assistance  to  hospitals  under  conditions 
specified  by  law; 

(vi)  Established  a  study  commission  to  examine  the  financing  of 
health  care  benefits  to  General  Relief  recipients. 
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(b)  1985  Amendments  to  C.372  (C.574).  During  the  second  half  of  FY 
1985  the  Bureau  was  heavily  involved  in  the  development  of  legislation, 
which  modifies  the  C.372  system  to  account  for  a  shift  by  Medicare  from 
C.372  principles  of  payment  to  the  principles  of  the  national  Medicare 
Prospective  Payment  System  (PPS) .  Concurrent  with  the  negotiation  of  these 
amendments,  the  Bureau  prepared  an  application  to  the  Health  Care  Financing 
Administration  (HCFA)  for  continuation  of  the  federal  waiver  which  enabled 
Medicare  to  pay  hospitals  in  accordance  with  the  principles  of  C.372  from 
FY  1983  through  FY  1985.  Because  all  interested  parties  were  able  to  agree 
on  the  language  of  the  proposed  legislation,  the  Commission  did  not  pursue 
the  waiver  alternative. 

The  major  provisions  of  the  legislation,  which  was  signed  into  law  on 
December  10,  1985  as  C.574,  are: 

(i)  Protection  for  non-Medicare  payors  against  cost-shifting 

brought  about  through  charge  rationalization  or  differential 
changes  in  the  utilization  of  services; 

(ii)  Prohibition  of  discrimination  against  Medicare  patients,  with 
enforcement  provided  by  through  the  use  of  a  Department  of 
Public  Health  advocacy  office  through  the  evaluation  of 
admission/discharge  practices  and  referral  to  the  Attorney 
General  if  necessary; 

(iii)  Establishment  of  a  statewide  uncompensated  care  pocl  funded 
through  a  uniform  add-on  to  approved  charges; 

(iv)  Establishment  of  a  Study  Commission  on  health  care  delivery 
and  finance  reform;  and 

(v)  Expiration  in  2  years  of  C.372  and  all  amendments  to  it,  if 
further  legislation  defining  the  hospital  payment  system  for 
fiscal  years  following  1987  is  not  developed. 

Operations 

While  the  Bureau  of  Hospitals  conducted  analytical  work  on  the 
development  of  the  new  hospital  payment  system  and  on  the  approval  of 
HA- 30,  operational  work  continued  without  pause.  The  operational 
responsibilities  of  prior  years  continued,  with  the  following  taking 
precedence:  (a)  oversight  review  of  MAC  reports  submitted  by  Blue  Cross  and 
hospitals  pursuant  to  HA-29;  (b)  calculation  of  rates,  such  as,  approved 
gross  patient  service  revenue (GPSR) ) ,  and  Medicaid  payment  on  account 
factors  (PAFs) ;  (c)  enforcement  of  revenue  limits;  and  (d)  review  and 
technical  assistance  regarding  determination  of  need  (DON)  applications. 
In  addition,  several  new  operational  tasks  were  begun  during  FY  1985. 
Considerable  strain  and  some  delay  accompanied  these  tasks  as  they  were 
undertaken  during  FY  1985  without  additional  resources.  Some  of  these  new 
tasks  are  described  below. 

(a)  HA- 30  Implementation.  The  most  substantial  new  operational 
responsibility  was  the  review  of  exceptions  and  professional  service 
transfers  on  the  MAC  report.    These  are  the  most  discretionary  elements  of 
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the  formula  by  which  hospital  budgets  are  determined  under  C.372.  Under 
HA-29,  Blue  Cross  closely  analyzed  exceptions  and  transfers  while  the 
Commission  conducted  oversight  reviews.  Under  HA-30,  Blue  Cross  no 
longer  analyzes  exceptions  and  transfers,  leaving  that  function  to  the 
Cormission. 

The  Bureau  laid  the  ground  work  for  this  new  function  by  developing  a 
regulation  that  delineates  the  process  for  carrying  out  these  analyses  and 
the  criteria  to  be  used  in  determining  reasonable  costs.  The  regulation 
was  designed  to  provide  an  open  and  fair  process  for  review  while 
recognizing  the  need  to  complete  these  reviews  on  a  timely  bases..  It  was 
promulgated  by  the  Commission  as  114.1  CMR  27.00. 

Analysis  of  exception  requests  and  transfers  began  with  the  initial  FY 
1985  MAC  filing  in  late  February.  As  of  the  end  of  the  state  fiscal  year, 
the  work  on  36  MAC  reports  had  been  completed,  and  that  on  62  was  still  in 
progress . 

(b)  Working  Capital .  C.372  required  a  new  method  of  establishing 
approved  charge  levels  to  take  effect  in  FY  1985  in  conjunction  with  the 
new  Blue  Cross  hospital  agreement,  HA-30.  An  element  of  this  new  method  is 
a  working  capital  allowance  which  by  law  the  Commission  must  set.  To 
accomplish  this  mandate,  in  FY  1985  the  Bureau  established  a  new  reporting 
requirement  and  an  associated  review  and  data  processing  system. 

(c)  Medicaid  Settlement 

A  new  statutory  responsibility  undertaken  this  year  was  the 
implementation  of  a  Medicaid  settlement  for  each  acute  hospital.  The 
purpose  of  the  settlement  is  to  determine  and  "settle  up"  the  variance 
between  interim  Medicaid  payments  to  a  hospital  (based  on  estimated  cost, 
charge  and  utilization  data)  and  Medicaid's  final  liability  (based  on  year 
end  allowable  cost,  charge  and  utilization  data) .  Preliminary  settlement  is 
calculated  upon  review  and  approval  of  the  year  end  MAC  report  and  "inal 
settlement  is  calculated  upon  completion  of  the  rate  year  audit.  As  of  the 
end  of  the  state  fiscal  year,  49  preliminary  settlements  had  been  completed 
for  the  hospitals'  fiscal  year  1983. 

(d)  Determination  of  Need  (PCM)  Violations 

During  fiscal  year  1985,  the  Department  of  Public  Health  determined 
that  a  number  of  hospitals  had  violated  the  DON  statutes  by  either 
operating  services  without  DON  approval  or  by  not  complying  with  the  terms 
of  a  DON  approved  project.  To  insure  that  costs  associated  with  these 
violations  were  not  passed  on  to  purchasers  of  health  services,  the  Bureau 
began  to  develop  methodologies  for  isolating  the  costs  associated  with  the 
violations  and  determining  the  associated  disallowance. 

Audit 

In  previous  years  much  of  the  Bureau's  staffing  was  composed  of 
in-kind  contributions  by  Blue  Cross  of  Massachusetts,  Inc,  i.e.,  persons  of 
the  Blue  Cross  payroll  working  under  the  direction  of  the  Commission. 
Beginning  in  FY  1984  and  concluding  in  mid-FY  1985  this  relationship  was 
ended  and  the  Blue  Cross  positions  were  replaced  with  state  positions.  The 
Bureaus ' s  audit  unit  was  sever ly  affected  by  this  change,  because  it  caused 
turnover  of  more  than  50%. 
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This  high  rate  of  turnover  was  compounded  by  difficulties  hiring 
replacements.  While  the  sources  of  these  difficulties  were  many  (e.g. 
delays  in  release  of  positions,  delay  of  the  new  Unit  6  Agreement,  the  good 
economy  and  consequent  tight  market  for  experienced  auditors,  the 
specialized  nature  of  the  skills  required)  ,  the  bottom  line  was  a 
relatively  inexperienced  staff,  and  a  high  vacancy  rate  and  a  growing 
back- log  of  incomplete  work.  This  added  to  a  backlog  caused  by  the  growing 
complexity  and  sophistication  of  the  hospital  payment  system,  which  had 
never  been  reflected  in  the  addition  of  audit  resources. 

As  of  the  close  of  FY  1985  the  options  for  addressing  this  situation 
were  being  reviewed.  Subsequently  a  request  for  $750,000  of  "03"  contract 
money  was  included  in  the  Commission's  FY  1987  budget  recommendation. 

Evaluation  of  C.372 

During  fiscal  year  1985,  the  Hospital  Bureau  devoted  additional 
resources  to  its  ongoing  evaluation  of  the  performance  of  Chapter  372.  In 
June,  the  Commission  distributed  the  preliminary  results  of  its  evaluation 
of  the  first  two  years  of  Chapter  372  to  interested  parties.  This  report 
is  reproduced  in  a  later  section  (p.  ) .  As  the  report  states,  "the 
strong  positive  effects  of  Chapter  372  that  were  noted  for  FY83  continued 
into  FY84."  In  particular,  the  increase  in  hospital  costs  in  FY84  over 
FY83  was  6.2%,  or  only  0.4%  more  than  the  inflation  allowance,  while  length  . 
of  stay  continued  to  decrease  by  approximately  3%.  These  changes  occurred 
during  a  period  of  time  in  which  the  financial  health  of  the  industry 
continued  to  inprove. 

The  evaluation  of  Chapter  372  continues,  and  a  more  detailed 
evaluation  of  the  first  two  years  as  well  as  preliminary  results  for  the 
third  (and  final)  year  of  Chapter  372  are  scheduled  for  release  during  the 
current  fiscal  year. 

(2)    Non-Acute  Hospitals 

While  most  public  attention  in  recent  years  has  focused  on  C.372  and 
the  acute  hospitals,  the  Commission  has  continued  to  set  public  assistance 
and  industrial  accident  rates  and  to  approve  charges  for  sixty-two 
non-acute  hospitals.  These  hospitals  are  rehabilitation,  chronic  care, 
psychiatric  and  other  specialized  institutions.  Half  are  private,  both 
proprietary  and  not- for  profit,  while  the  other  half  are  run  by  a 
governmental  unit,  such  as  the  Department  of  Mental  Health,  and  the 
Department  of  Public  Health,  several  counties  of  the  Commonwealth,  and  the 
City  of  Boston.  During  FY  1985  the  rates  for  these  hospitals  were 
determined  in  essentially  the  same  way  as  in  the  past. 

New  Regulations. 

In  October,  1984  however,  the  Bureau  began  a  major  revision  of  the 
regulations  addressing  non-acute  hospitals.  By  January,  1985  the  major 
changes  needed  to  simplify  adrninistration ,  improve  equity  between  hospitals 
and  to  provide  hospitals  with  a  consistent  cost-saving  incentive  were 
identified  and  presented  to  the  Health  Policy  Group.  These  changes 
included:  1)  consolidation  of  four  existing  regulations  into  one;  2)  an 
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updating  of  the  base  year  to  FY84;  3)  creation  of  a  screening  process  to 
identify  and  exclude  excess  base  year  costs;  4)  institution  of  a  mid-year 
review  process  for  hospital  service  volume,  with  correction  of  allowable 
costs  and  revenues  where  appropriate;  5)  elimination  of  the  fixed  labor 
provision;  6)  simplification  of  the  cost  adjustment  formulas  used  to 
canpensate  hospitals  for  changes  in  service  volume;  and  7)  a  new  method  for 
computing  Medicaid  reimbursement.  Medicaid  reimbursement  under  the  new 
regulations  embodies  use  of  the  same  basis  of  payment  as  charge  payors,  a 
fixed  base  year,  a  charge-based  rather  than  a  per-diem  rate  for  inpatient 
services,  a  new  way  of  computing  and  assessing  the  penalty  for  providing 
inappropriate  publicly-aided  inpatient  services,  and  a  hospital-specific 
payment  on  account  factor. 

During  the  following  six  months  of  1985,  the  Bureau  worked  to 
translate  the  policies  listed  above  into  specific  regulatory  language.  In 
addition,  FY83  data  on  non-acute  hospitals  was  edited  and  analyzed  for 
base-year  cost  screening  purposes.  Over  a  two-month  period,  six  workgroup 
sessions  were  held  to  solicit  public  comment  on  proposed  features  of  the 
new  regulatory  framework;  an  average  of  forty  representatives  of  providers, 
state  agencies,  and  other  interested  groups  attended  each  session.  Taking 
these  comments  into  account,  a  draft  regulation  was  proposed  for  public 
hearing  at  the  end  of  the  fiscal  year.  The  new  regulations  have  since  been 
promulgated  as  114.1  CMR  28.00. 

(3)    Administrative  Initiatives 

During  FY  1985  the  Bureau  of  Hospitals  made  several  major 
administrative  changes  to  improve  its  efficiency  and  effectiveness. 

The  most  important  of  these  changes  was  the  computerization  of 
rate  calculations  for  all  acute  care  hospitals.  Working  closely  with  the 
Bureau  of  Systems  Development,  the  Bureau  of  Hospitals  designed 
specifications  for  the  computation  of  gross  patient  service  revenues, 
Medicaid  payment  on  account  factors  reflecting  C.  347,  Medicaid  settlement, 
working  capital  allowances,  industrial  accident  rates  of  payment,  and 
non-Medicaid  publicly-assisted  rates.  Upon  completion  of  the  fiscal  year, 
all  but  industrial  accident  and  non-Medicaid  rates  were  being  generated  by 
the  computer.  Although  the  process  of  computerization  has  eliminated  the 
need  for  most  manual  computations,  more  time  must  now  be  devoted  towards 
data  processing. 

DESCRIPTION  OF  THE  MASSACHUSETTS  ACUTE  HOSPITAL  PAYMENT  SYSTEM  (C.372) 

The  Bureau  of  Hospitals  spends  considerable  time  planning,  analyzing, 
implementing,  and  evaluating  the  acute  hospital  payment  system  defined  by 
C.  372.  To  provide  additional  information  about  the  nature  of  such  work, 
the  following  section  outlines  the  historical  framework  of  this  legislation 
and  describes  its  major  provisions. 

(1)  History 

Prior  to  Chapter  372,  the  payment  practices  of  the  various  cost-based 
payors  affected  the  amount  of  gross  patient  service  revenue  (GPSR)  a 
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hospital  could  generate.  This  was  a  result  of  charge  control  regulations 
that  allowed  each  hospital  to  set  charges  to  the  level  sufficient  to 
generate  revenue  equal  to  costs  not  defrayed  by  reimbursement  from 
cost-based  payors. 

The  adverse  effects  resulting  from  differences  in  reimbursement 
methodologies  of  the  various  cost -based  payors  (discussed  at  length  in  last 
year's  report)  ultimately  resulted  in  a  legislated  hospital  revenue  cap 
(Chapter  540  of  the  Acts  of  1980)  ,  which  also  established  a  Joint 
Legislative-Executive  Commission  to  review,  study  and  develop  a 
prospective,  uniform  hospital  payment  system  for  implementation  in  fiscal 
year  1982.  Chapter  432,  of  the  Acts  of  1981,  established  an  additional 
revenue  cap  and  continued  the  activities  of  the  Joint  Legislative-Executive 
Commission,  directing  the  Commission  to  propose  recommendations  by  March  1, 
1982  for  any  draft  legislation  to  become  effective  in  fiscal  year  1983. 

Various  prospective,  uniform  payment  methodologies  were  developed  and 
discussed  during  fiscal  years  1981  and  1982.  Members  of  the  Joint 
Commission  agreed  that  the  basic  components  of  any  Full  Payor  Participation 
(FPP)  System  must  include  the  following: 

a.  prospective  determination  of  costs  and  charges; 

b.  annual  budget  development,  review  and  approval; 

c.  uniform  definition  of  reasonable  financial  requirements; 

d.  payment  based  on  proportionate  share  of  total  hospital  charges; 

e.  incentives  to  contain  costs. 

Individual  FPP  proposals  were  advanced  by  Blue  Cross,  the  Massachu- 
setts Hospital  Association,  the  Life  Insurance  Association  of  Massachusetts, 
the  Business  Roundtable,  and  the  Rate  Setting  Commission.    No  agreement  was 
reached    on    any    proposal,     and    after    numerous    meetings,     the  Joint 
Legislative-Executive  Commission  voted  in  April  of  1982  to  disband. 

Independent  of  the  Joint  Commission,  Senator  Daniel  J.  Foley,  Senate 
Majority  Leader,  introduced  S.  495,  a  FPP  bill  developed  by  the  Life  Insur- 
ance Association  of  Massachusetts.  This  bill  would  have  eliminated  both 
cost-shifting  on  to  charge  payors  and  the  cost  advantage  previously  enjoyed 
by  Blue  Cross  in  relation  to  the  charge  payors. 

S.  495  underwent  substantial  amendment  before  it  was  eventually 
brought  to  a  vote.  During  the  months  of  May,  June  and  July  of  1982,  the 
Massachusetts  Business  Roundtable  held  frequent  negotiating  sessions  with 
all  affected  parties  in  order  to  modify  the  bill.  The  Commissioners  and 
Commission  staff  participated  actively  in  these  discussions.  Compromises 
were  forged  and  on  August  10,  1982,  the  bill  became  C.  372.  This  statute 
was  designed  to  become  effective  with  the  passage  of  a  waiver  from  the 
Health  Care  Finance  Administration  to  place  Medicare  on  the  new 
reimbursement  system.  On  September  13,  1982,  the  Secretary  of  the 
Department  of  Health  and  Human  Services  granted  conditional  approval  for 
the  Medicare  waiver.    Final  approval  was  received  on  September  30,  1982. 

Chapter  372,  which  meets  all  of  the  criteria  advanced  by  the  Joint 
Legislative-Executive  Commission,  therefore  became  effective  with  the  start 
of  the  hospitals'  fiscal  year  1983. 
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(2)  The  System  Established  by  Chapter  3~?2 

Chapter  372  is  a  unified  comprehensive  plan  of  reimbursement  for  all 
four  major  hospital  payors:  Blue  Cross,  charge  payors  (ccnmercial  insurers 
and  self-payors) ,  Medicaid  and  Medicare.  The  unifying  feature  is  the 
"basis  of  payment" ,  defined  as  total  reimbursable  costs  included  in  the 
basis  upon  which  Blue  Cross  payments  are  calculated  pursuant  to  Hospital 
Agreement  HA- 2 9  and  any  successor  agreement  between  Blue  Cross  and  acute 
care  hospitals.  Each  payor  pays  a  portion  of  the  Blue  Cross  basis  of 
payment  as  modified  by  the  application  of  a  productivity  factor  and  other 
adjustments  that  are  different  for  each  payor.  A  payor's  portion  of  its 
modified  basis  of  payment  is  the  percentage  of  total  charges  attributable 
t    patients  for  whom  it  is  responsible. 

(3)  The  Blue  Cross  Hospital  Agreement:  The  Unifying  Feature  of 
Chapter  372 

On  June  30,  1981,  the  Commission  approved  HA-29.  The  hospital 
agreement  was  then  signed  by  general  acute  and  short-term  specialty 
hospitals,  to  be  effective  October  1,  1981  through  September  30,  1984  (July 
1,  1982  through  June  30,  1985  for  state  and  municipal  hospitals).  HA-29 
therefore,  had  been  in  effect  for  one  year  prior  to  the  enactment  of  C. 
372,  at  which  time  it  became  the  cornerstone  of  the  entire  acute  hospital 
payment  system. 

Under  -he  terms  of  HA-29,  and  its  successor  agreement  HA-30,  Blue 
Cross  reimburses  a  hospital  on  the  basis  of  a  Maximum  Allowable  Cost  (MAC) 
formula.  Each  hospital  is  reimbursed  at  the  level  calculated  by  the  MAC 
formula,  regardless  of  the  level  of  actual  costs  incurred.  If  a  hospital 
spends  less  than  the  MAC  amount,  it  keeps  the  savings  as  a  reward,  and  if 
the  hospital  spends  more  than  the  MAC  amount,  the  excess  portion  is 
disallowed  and  not  paid.  This  reimbursement  methodology  is  in  sharp 
contrast  to  zne  methodology  of  Hospital  Agreements  HA- 2 7  and  HA-23i  which 
immediately  preceded  HA-29  and  under  which  hospitals  were  paid  for 
virtually  ail  costs  actually  incurred.  Some  significant  aspects  of  the 
current  reimbursement  method  are  as  follows: 

(a)  Costs  are  determined  prospectively  on  the  basis  of  a  Maximum 
Allowable  Cost  (MAC)  computation.    Blue  Cross  pays  the  hospital 
during  the  year  a  percentage  of  the  charges  for  its  subscribers. 
This  percentage  is  the  hospital's  budgeted  cost  to  charge  ratio 
and  is  referred  to  as  the  payment  on  account  factor  (PAF) . 

The  final  liability  of  Blue  Cross  is  determined  at  year  end  after 
the  audit  has  been  performed  and  inflation  and  volume  changes 
have  been  updated.    The  final  settlement  process  compares  the 
final  Blue  Cross  liability,  as  measured  by  the  updated  MAC 
calculation,  to  Blue  Cross  interim  payments  and  calculates  the 
amount  owed  by  or  to  each  hospital; 

(b)  The  MAC  is  calculated  by  adjusting  prior  year  costs  for 
inflation,  volume  changes,  costs  beyond  control  and  other  defined 
exceptions  to  determine  the  rate  year  MAC.    This  calculation  is 
similar  to  the  charge  control  computation  of  Maximum  Allowable 
Operating  Costs.    The  reimbursement  cost  base  for  the  first  year 
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of  HA- 2 9  was  actual  audited  costs;  the  reimbursement  cost  base 
for  the  second  and  third  years  of  HA- 2 9  and  all  years  of  HA-30  is 
the  updated  MAC  from  the  prior  year. 

(c)  The  reimbursable  cost  base  for  the  first  year  or  HA-29  was 
defined  through  two  general  provisions.  The  first  provision  as 
set  forth  in  the  contract,  established  specific  costs  to  be 
included,  excluded,  or  deducted  when  computing  reasonable 
costs.    The  second  provision,  as  grounded  in  legislation, 
recognized  the  Commission's  final  authority  for  interpreting 
what  constitutes  a  reasonable  cost  under  Massachusetts  General 
Laws,  c  176A,  s  5.    The  Commission,  therefore,  has  worked  closely 
with  Blue  Cross  to  ensure  that  MAC  costs  are  reasonable  and  that 
the  terms  of  the  contract  are  met. 

(d)  Under  HA-29,  depreciation  expense  for  buildings,  fixed  equipment, 
and  major  movable  equipment  is  recognized  at  the  cost  of 
replacing  the  asset.    Under  HA-30,  depreciation  is  reimbursed  on 
a  historical  cost  basis. 

(e)  Bad  debt  and  free  care  write-offs  for  hospital  services  are 
recognized  at  cost.  -In  the  first  two  years  of  C.372,  Blue  Cross 
reimbursed  a  percentage  of  bad  debt  and  free  care  equal  to  its 
share  of  utilization  at  the  hospital.    In  the  years  following 
fiscal  year  1984,  Blue  Cross  reimburses  its  proportion  of  private 
sector  utilization,  up  to  a  specific  limit  defined  by  the  lav, 
thereby  significantly  increasing  its  responsibility. 

(f)  T»ie  Blue  Cross  "sight  draft"  system  allows  a  hospital  speedy 
payment  for  Blue  Cross  inpatients.    For  outpatient  claims  or 
patients  with  long  lengths  of  stay,  a  hospital  can  receive 
"current    financing"    or    interest    free    loans    on  outstanding 

balances . 

Furthermore ,  starting  with  fiscal  year  1985,  the  private  sector 
pays  a  working  capital  allowance  corresponding  to  any  change  in 
private  sector  patient  care  costs.    This  allowance  is  an  addition 
to  that  included  in  base  year  costs. 

(4)    Payment  Methodologies  Under  Chapter  372 

Following  are  brief  descriptions  of  the  methodologies  governing 
payment  to  acute  hospitals  under  Chapter  372  through  June  30,  1985. 

Blue  Cross 

In  each  year  that  Chapter  372  is  operative,  Blue  Cross  pays  its  share 
of  the  basis  of  payment  determined  according  to  the  then  existing  contract 
between  Blue  Cross  and  acute  hospitals,  reduced  by  the  appropriate 
productivity  factor  (see  section  (5)  below) .  Throughout  the  period  of 
legislation,  Blue  Cross  payment  is  determined  from  the  basis  of  payment 
multiplied  by  the  percentage  of  total  charges  attributable  to  Blue  Cross  in 
the  most  recently  completed  fiscal  year. 
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Charge  Payors 


Charge  payors  pay  the  prices  ("charges")  that  the  hospital  sets  for 
its  services.  Gross  patient  service  revenue  (GPSR)  is  the  sum  of  the 
charge  for  each  service  multiplied  by  the  number  of  units  of  service 
provided.  Under  Chapter  372,  the  Commission  determines  for  each  acute 
hospital  an  approved  GPSR  based  upon  the  hospital's  basis  of  payment.  The 
hospital  must  set  charges  so  that  approved  GPSR  is  not  exceeded. 

In  fiscal  year  1983  and  fiscal  year  1984,  approved  GPSR  is  the 
previous  year's  approved  GPSR  increased  by  the  percentage  increase  in  the 
basis  of  payment.  However,  for  fiscal  year  1983  the  percentage  rate  of 
increase  in  basis  of  payment  is  reduced  by  1.4  percentage  points.  This  one 
time  adjustment  reduces  the  differential  that  has  existed  between  Blue 
Cross,  which  has  essentially  paid  costs,  and  the  charge  payors,  who  have 
been  paying  more  than  costs  because  charges  include  payment  for  bad  debt, 
free  care  and  governmental  program  shortfalls.  This  provision  reduces  the 
average  statewide  differential  between  Blue  Cross  and  the  charge  payors 
from  approximately  10.4%  to  9.0%.  As  the  table  in  section  (5)  below 
indicates,  there  is  no  productivity  adjustment  for  charge  payors  for  the 
first  two  years  under  Chapter  372. 

Beginning  in  fiscal  year  1985,  approved  GPSR  is  no  longer  calculated 
using  the  prior  year's  approved  GPSR.  Instead,  the  basis  of  payment  for 
that  year,  reduced  by  the  appropriate  productivity  factor  and  increased  by 
a  fixed  differential  becomes  the  approved  GPSR.  The  fixed  differential  was 
determined  by  a  Differential  Study  Commission,  as  provided  under  tlie  terms 
of  C.  372.  The  results  of  the  Study  Commission's  work  are  presented  below 
in  section  ( 8 ) . 

Hospitals  with  a  fiscal  year  ending  June  30th  (generally  municipal 
hospitals)  lag  the  schedule  just  described  by  one  year. 

As  in  prior  fiscal  years,  hospitals  are  permitted  to  determine 
individual  charges  for  services,  provided  that  actual  GPSR  does  not  exceed 
approved  GPSR. 

Medicaid 

The  Massachusetts  Department  of  Public  Welfare  received  a  waiver  from 
the  Health  Care  Finance  Administration  to  allow  Medicaid  reimbursement  to 
be  established  according  to  the  provisions  of  Chapter  372. 

Under  Chapter  372,  Medicaid  costs  are  defined  as  the  basis  of  payment 
determined  according  to  the  hospital  agreement,  with  the  application  of  the 
productivity  factor  (shown  in  section  (5)  below)  ,  exclusive  of  bad  debt, 
free  care,  and  the  price  level  portion  of  depreciation.  Free  care, 
however,  is  included  in  the  Medicaid  basis  of  payment  if  at  least  68%  of  a 
hospital's  GPSR  is  attributable  to  any  combination  of:  (1)  services 
provided  to  Medicare  patients,  (2)  services  provided  to  Medicaid  patients, 
(3)  bad  debt,  (4)  free  care,  and  (5)  local  and  state  government  subsidy. 
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Actual  Medicaid  payments  are  determined  by  first  adjusting  Medicaid 
costs  for  a  factor  reflecting  the  historical  level  of  payments  made  by 
Medicaid  relative  to  other  payors,  and  by  then  apportioning  the  result 
according  to  the  percentage  of  charges  attributable  to  Medicaid.  As 
discussed  earlier  in  this  report,  the  methodologies  originally  established 
for  computing  reimbursement  under  C.  372  have  been  amended  through  C.  347. 
These  amendments  were  designed  to  (1)  ensure  that  Medicaid  continues  to 
receive  a  historical  discount  and  (2)  eliminate  the  disincentive  to  serve 
Medicaid  patients  due  to  lower  rates. 

Medicare 

The  Health  Care  Finance  Administration  agreed  to  compute  Medicare 
reimbursement  as  provided  in  Chapter  372  for  a  three  year  period  that 
commenced  with  each  hospital's  fiscal  year  beginning  on  or  after  September 
13,  1982. 

Medicare  payment  for  this  period  is  the  product  of  the  projected 
Medicare  basis  of  payment,  as  adjusted  by  the  appropriate  productivity 
factor,  multiplied  by  the  percentage  of  total  charges  attributable  to 
Medicare  patients.  The  Medicare  basis  of  payment  is  defined  as  the  Blue 
Cross  basis  of  payment  as  adjusted  to  exclude  the  price  level  portion  of 
depreciation,  malpractice  insurance,  outpatient  renal  dialysis, 
hospital-based  physician  services,  skilled  nursing  and  home  health 
services,  and  bad  debt  not  attributable  to  non-payment  of  coinsurance  and 
deductibles  by  Medicare  recipients.  The  allocation  of  these  costs  excluded 
from  the  Blue  Cross  basis  of  payment  is  determined  according  to  Medicare 
regulations . 

A  maximum  limit  for  reimbursement  of  free  care  was  established  as 
Medicare's  share  of  1.4  per  cent  of  the  total  statewide  Blue  Cross  basis  of 
payment.  In  addition,  a  maximum  statewide  liability  cap  for  Medicare  was 
established  at  1.5  per  cent  below  the  average  annual  Medicare  nationwide 
rate  of  increase  for  all  states  for  FY  1983,  when  Medicare  was  paying  on  a 
cost  based  system.  The  statewide  liability  cap  was  set  equal  to  the 
nationwide  rate  of  increase  for  FY  1984  and  1985  after  Medicare  had  adopted 
the  Prospective  Payment  System  in  other  states.  If  Medicare's  actual 
payments  in  Massachusetts  are  less  than  the  rnaximum  liability  cap,  the 
difference  is  shared  equally  between  Medicare  and  Massachusetts  hospitals. 
If  it  is  greater,  the  hospitals  must  absorb  the  additional  cost. 

(5)    Productivity  Factors 

In  addition  to  the  limitation  to  growth  in  hospital  expenditures 
embodied  in  the  Maximum  Allowable  Cost  provisions  of  HA- 2 9  and  HA-30, 
Chapter  372  provides  that  the  basis  of  payment  be  reduced  by  specified 
percentages  called  productivity  factors.  In  the  case  of  Blue  Cross  and 
charge  payors,  the  productivity  factors  are  compounded  from  year  to  year. 
In  the  case  of  Medicaid  and  Medicare,  costs  are  first  reduced  by  the  Blue 
Cross  productivity  factor,  and  then  by  the  appropriate  Medicaid  or  Medicare 
productivity  factor.  The  timetable  for  productivity  adjustments  to  the 
basis  of  payment  varies  according  to  payor  and  type  of  hospital,  whether 
municipal  or  non-municipal,  as  indicated  below.  The  number  in  parentheses 
shows  how  a  sample  basis  of  payment  of  $100  would  be  reduced  according  to 
the  schedule  defined  by  C.  372. 
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FY  FY                 FY  FY  FY  FY 

Payor  1983  1984  1985  1986  1987  1988 

FY 

10/1-9/30 

Private          -  2%  2%  2%  1% 

Payors        (100)  (100)          (98)  (96.04)  (94.1192)  (93.1780) 

Public            2%  4%            4%  3%  2%  1% 

Payors         (98)  (96)       (94.0800)  (93.1588)  (92.2368)  (92.2462) 


FY  FY                 FY               FY  FY  FY  FY 

Payor  1983  1984  1985  1986  1987  1988  1989 

FY 
7/1-6/30 

Private           -  2%  2%  2%  1% 

Payors  (100)             (100)           (98)  (96.0400)  (94.1192)  (93.1780) 

Public              2%  4%                 6%              5%  4%  2%  1% 

Payors           (98)  (96)            *  (94)        (93.1000)  (92.1984)  (92.2368)  (92.2462) 


Chapter  372  also  allows  any  group  of  acute  hospitals  to  develop  an 
agreement  whereby  the  productivity  factors  can  be  modified,  so  long 
as: 

a.  the    productivity    factor    is    greater    than    zero    for  each 
hospital,  and, 

b.  aggregate  payment  by  all  payors  is  the  same  as  if  no  modified 
productivity  factors  were  applied  in  place  of  those  otherwise 
required  by  Chapter  372. 

(6)    Authority  of  the  Rate  Setting  Commission 

The  major  responsibilities  of  the  Commission  under  Chapter  372 
are  as  follows: 

(a)  Approval  of  the  Blue  Cross-Hospital  Agreement.  As 
described  above,  the  provisions  and  formulas  of  this  contract  have  a 
major  influence  on  all  hospital  payments  under  Chapter  372.  Pursuant 
to  M.G.L.  c.  176A,  s  5,  the  Commission  must  approve  the  agreement. 
The  Commission's  role  in  the  development  of  HA-30,  was  discussed 
earlier  in  this  report. 

(b)  Approval  of  the  MAC.  Pursuant  to  M.G.L.  c.  176A,  s  5, 
the  Commission  must  also  approve  rates  of  payment  made  pursuant  to  the 
agreement.  Hence,  the  Commission  must  approve  the  MAC  and  the 
"pass-through"  elements  of  each  hospital's  basis  of  payment  calculated 
pursuant  to  the  contract. 
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(c)  Determination  of  Approved  Gross  Patient  Service  Revenue 
(GPSR) .  For  each  hospital  the  Cormission  must  approve  a  limit  on 
gross  patient  service  revenue.  Gross  patient  service  revenue  is  the 
sum  for  all  services  of  the  price  of  each  service  times  the  number  of 
units  of  the  service  provided  during  the  year. 

(d)  Compliance  with  Approved  Gross  Patient  Service  Revenue. 
The  Commission  must  monitor  actual  levels  of  gross  patient  service 
revenue  and,  where  necessary,  require  hospitals  to  reduce  charges  in 
order  to  assure  that  they  comply  with  the  approved  revenue  limit. 

(e)  Calculation  of  Medicaid  Rates.  The  Commission  must  set 
for  each  hospital  the  rate  at  which  the  Medicaid  program  will  pay  for 
hospital  services.  The  Commission  also  calculates  a  settlement  figure 
at  year  end. 

(f)  Audit.  The  Commission  has  sole  responsibility  to  audit 
the  data  used  to  determine  reasonable  costs  and  to  approve  rates  of 
payment. 

(g)  Data  Collection.  The  Commission  specifies  standard 
systems  for  reporting,  determining  and  auditing  costs  and  charges, 
including  methods  of  cost  and  revenue  allocation.  It  also  collects  an 
abstract  of  the  medical  record  and  bill  of  each  patient. 

(h)  Grouping  of  Hospitals.  The  Commission  has  the 
authority  to  develop  a  methodology  for  reasonably  comparing  acute 
hospitals  by  size,  services,  case  mix,  and  other  criteria  for  purposes 
of  reviewing  budgets. 

(i)  Health  Planning /Determination  of  Need  Review.  The 
Conmission  may  review  and  comment  on  all  capital  expenditure  projects 
requiring  a  Determination  of  Need.  The  Commission's  review  may  cover 
the  least  cost  alternative  of  providing  services,  the  project's 
financial  feasibility,  its  impact  on  costs  and  charges  for  services, 
and  the  availability  of  funds  for  capital  and  operating  needs. 

(7)  Hospital  Policy  Review  Board 
Refer  to  Part  I,  Section  F. 

(8)  Differential  Study  Commission 

Chapter  372  provides  for  a  three  member  study  commission, 
consisting  of  a  representative  of  Blue  Cross,  the  commercial  insurers, 
and  a  member  selected  by  mutual  agreement  of  the  other  two  members. 
The  study  commission  was  charged  with  instituting  a  study  of  objective 
methods  of  computing  a  fixed  percentage  differential  between  the  Blue 
Cross  rate  of  payment  and  the  prices  charged  to  commercial  insurance 
companies  and  other  private  payors.  The  differential  may  be  allowed 
only  for  those  activities  and  programs  which  result  in  quantifiable 
savings  to  the  hospital  with  respect  to  patient  care  costs,  bad  debt, 
free  care,  wcrxing  capital  or  reductions  in  the  payment  of  other 
payors.  The  Study  Commission  completed  its  work  during  fiscal  year 
1984. 
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The   Differential   Study  Commission   set   the   difference  between 
general  charges  and  the  Blue  Cross  rate  of  payment  as  follows: 


FY  '85    FY  '86  &  '87 


Total  Differential 


9.0% 


7.5% 


Components : 


Bad  Debt  &  Free  Care 
Patient  Care  Costs . . 
Working  Capital  


6.5% 
2.0% 
0.5% 


5.0% 
2.0% 
0.5% 


The  full  public  record  of  the  Differential  Study  Cccrmission '  s  work  is 
on  file  with  the  Rate  Setting  Commission. 

The  work  of  the  Differential  Study  Commission  was  by  law  independent 
of  the  Rate  Setting  Commission.  However,  because  the  Commission  is 
required  to  apply  the  final  differential  when  determining  approved  gross 
patient  service  revenue,  and  because  the  differential  has  implications  for 
the  health  and  vitality  of  Chapter  372,  Bureau  staff  monitored  and 
commented  on  the  work  of  the  Differential  Study  Commission  as  it  was 
occurring.  In  particular,  a  strong  objection,  supported  by  extensive 
analysis,  was  made  to  a  proposal  by  Blue  Cross  for  a  22.84%  differential. 

EVAULATION  OF  C.  372 

During  FY  1985  Bureau  staff  completed  a  preliminary  analysis  of  the 
hospitals'  performance  under  Chapter  372.  Acutal  costs,  revenues,  and 
utilization  data  from  the  RSC-403  reports  for  FY82,  FY83,  and  FY84  were 
reviewed  and,  where  necessary,  supplemented  with  data  from  the  Year  End 
Appendix  D  of  the  MAC  Reports  and  financial  statements.  The  attached 
tables  display  the  results  of  the  analyses  for  selected  variables  for  87 
non-municipal  hospitals. 

Highlights 

As  indicated  by  the  attached  charts,  the  strong  positive  effects  of 
Chapter  372  that  were  noted  for  FY83  continued  into  FY84.  Specifically, 
patient  care  costs  (including  overhead  and  non-patient  capital  costs) 
increased  6.7%  from  FY82  to  FY83.  By  way  of  comparison  the  inflation 
allowance  for  FY83  to  FY84  resulted  in  a  5.8%  rate  of  increase,  while  the 
CPI  grew  at  a  rate  of  4.2%.  Days  decreased  more  than  discharges,  resulting 
in  over  a  3%  decline  in  average  length  of  stay  for  both  periods.  Net  bad 
debt  and  free  care  costs  comprise  about  4%  of  patient  care  costs  with 
overhead. 

The  financial  health  of  the  hospital  industry  continues  to  improve 
under  Chapter  372,  both  including  and  excluding  non-operating  revenues  as  a 
source  of  revenues.  Excluding  non-operating  revenues,  44%  of  the  hospitals 
had  positive  bottom  lines  in  FY82,  while  in  FY83  and  FY84  the  respective 
percentages  were  59%  and  61%.  If  one  considers  non-operating  revenues  in 
calculating  excess  of  revenues  over  expenses,  the  percentage  of  hospitals 
whose  revenues  exceed  their  expenses  increases  to  74%,  79%,  and  84%  for 
FY82,  FY83  and  FY84,  respectively.  Furthermore,  each  year  57%  of  the 
hospitals  improved  their  bottom  lines. 


During  fiscal  year  1986,  Rate  Setting  Commission  staff  will  continue 
to  research  the  costs,  utilization,  and  revenues  prior  to  and  after  the 
law's  implementation.  Future  topics  include  analyzing  certain 
correlations,  and  exanuning  the  trends  in  capital  and  education  expenses. 
The  Bureau  will  continue  to  keep  interested  parties  up  to  date  on  the 
results  of  our  studies. 

Background 

The  analyses  were  performed  on  87  non-municipal  hospitals.  Hospitals 
were  excluded  if  data  were  not  available  for  all  three  years  for  all 
variables.  This  consistent  sample  allows  for  easy  comparability  in 
reviewing  the  various  results.  Furthermore  any  hospital  not  under  the 
purview  of  Chapter  372  for  complete  9/30  fiscal  years  1983  and  1984 
(including  all  municipal  nospitals,  University  of  Massachusetts,  Hahnemann 
of  Boston,  and  Southwood)  have  been  excluded  from  the  sample.  It  should  be 
noted  that  FY83  was  the  first  year  after  the  law's  enactment,  FY82  being 
the  year  prior  to  C.372.  The  tables  thereby  show  the  effects  of  Chapter 
372  over  the  two  years  for  an  identical  sample  of  hospitals. 

The  sample  of  87  hospitals  accounts  for  84%  of  all  acute  hospitals' 
costs  (bases  of  payment)  and  represents  94%  of  the  non-municipal  hospitals' 
costs  (bases  of  payment) .  Comparisons  with  a  more  complete  sample  of 
hospitals  (including  additional  hospitals  with  incomplete  data  sets)  reveal 
that  the  sample  of  87  hospitals  is  consistently  unbiased  in  its  results. 
The  results  of  the  study  sample  are  very  close  to  those  of  the  larger 
samples  that  vary  in  size  by  study. 

Table  i.    Total  Costs,  Revenues,  and  Bad  Debt  and  Free  Care  Costs 

The  first  table  outlines  the  effects  of  the  law  on  costs,  revenues, 
and  bad  debt  and  free  care  costs.  For  each  variable,  industry  totals  for 
each  year  are  presented,  as  well  as  the  annual  percent  change  between 
1982-83  and  1983-84.  Total  costs  are  indicated  by  patient  care  costs  with 
overhead,  including  non-patient  capital.  Three  revenue  totals  are 
displayed:  (1)  net  patient  service  revenue  (NPSR)  ,  (2)  NPSR  plus  other 
operating  revenues,  and  (3)  NPSR  plus  other  and  non-operating  revenues. 
Net  patient  service  revenues  include  revenues  from  patient  care  services, 
net  of  contractuals  and  uncollectibles .  Other  operating  revenues  are 
revenues  generated  from  non-patient  services  such  as  the  cafeteria  and  the 
parking  lot.  Non-operating  revenues  include  revenues  for  which  there  are 
no  associated  expenses,  such  as  gifts  and  certain  grants.  These  three 
measures  of  revenue  are  useful  in  analyzing  the  hospitals'  financial 
conditions  assuming  different  sources  of  revenues.  Bad  debt  and  free  care 
cost  as  a  percent  of  total  patient  care  cost  is  also  shown. 

Table  2.  Utilization 

Table  2  displays  the  utilization  experience  during  FY82-FY84, 
including  total  patient  days,  discharges,  and  average  length  of  stay. 
Again,  for  each  variable,  industry  totals  as  well  as  weighted  mean  percent 
changes  between  years  are  presented.  For  five  hospitals,  admissions  data 
were  used  instead  of  discharges  due  to  incomplete  data.  Admissions  were 
used  for  Brigham  and  Women' s ,  New  England  Memorial,  Norwood,  Framingham 
Union,  and  Parker  Hill  Hospitals. 


29 


Table  3.    Annual  Income  or  Loss  from  Operations 


Table  3  includes  two  sets  of  results  showing  the  effect  of  the  law  on 
income  or  loss  from  operations:  Table  A  excludes  non-operating  revenues, 
while  Table  B  includes  them.  Therefore,  Table  A  sources  of  revenues 
include  net  patient  service  revenues  and  other  operating  revenues ,  while 
Table  B  includes  these  two  sources  plus  non-operating  revenues.  Both 
tables  present  cumulative  frequency  counts  and  percentages  for  each 
income/loss  category.  Thus,  for  example,  under  the  category  "-$500K  to  0" 
for  year  1982  in  Table  A,  one  can  see  that  28  hospitals  lost  between  zero 
and  $500,000,  representing  32%  of  the  sample.  Also,  49  hospitals  (or  56%) 
had  operating  losses  during  FY82. 

Table  4.    Annual  Changes  in  Income  or  Loss  from  Operations 

Table  4  displays  the  changes  in  incomes  or  losses  from  operations 
between  FY82  and  FY83,  and  between  FY83  and  FY84.  Again,  Table  A  excludes 
non-operating  revenues  and  Table  B  includes  non-operating  revenues  in  their 
results.  These  tables  reveal,  for  example,  that  between  FY82  and  FY83  16 
hospitals  (or  18%  of  the  hospitals)  improved  their  operating  margins  by 
more  than  $1  million. 
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RATE  SETTING  COMMISSION 

PRELIMINARY  RESULTS  OF  CHAPTER  372 

Table  3:    Annual  Income  or  Loss  fran  Operation 

A.      Revenues  include  Net  Patient  Service  Revenue  and  Other  Operating  Revenue 
Excludes  Non-operating  Revenue 


Annual  Income  or  Loss  FY82 

FREQUENCY 

CUM  FREQ. 

PERCENT 

CUM  PERCEOT 

-1  MIL 

8 

8 

9.195 

9.195 

-1  MIL  TO  -500K 

13 

21 

14.943 

24.138 

-  500K  TO  0 

28 

49 

32.184 

56.322 

0  TO  500K 

30 

79 

34.483 

90.805 

500K  TO  1  MIL 

4 

83 

4.598 

95.402 

OVER  1  MIL 

4 

87 

4.598 

100.000 

FY83 

FREQUENCY 

CUM  FREQ. 

PERCENT 

CUM  PERCENT 

-1  MIL 

6 

6 

6.897 

6.897 

-1  MIL  to  -500K 

9 

15 

10.345 

17.241 

-500K  to  0 

21 

36 

24.13b 

41.379 

0  TO  500K 

33 

69 

37.931 

79.310 

500K  to  1  MIL 

8 

77 

9.195 

88.506 

OVER  1  MIL 

10 

87 

11.494 

100.000 

FY84 

FREQUENCY 

CUM  FREQ. 

PERCENT! 

CUM  PERCENT 

-1  MIL 

7 

7 

8.046 

8.046 

-1  MIL  TO  -500K 

5 

12 

5.747 

13.793 

-500K  to  0 

22 

34 

25.287 

39.080 

0  TO  500K 

29 

63 

33.333 

72.414 

500K  to  1  MIL 

6 

69 

6.897 

79.310 

OVER  1  MIL 

18 

87 

20.690 

100.000 

B.    Revenues  include  NPSR  and  Other  Expenses 

and  Non-Operating  Revenues 

Annual  Income  or  Loss  FY82 

FREQUENCY 

CUM  FREQ. 

PERCENT 

CUM  PERCENT 

-1  MIL 

5 

5 

5.747 

5.747 

-1  MIL  TO  -500K 

3 

8 

3.448 

9.195 

-500K  to  0 

15 

23 

17.241 

26.437 

0  TO  500K 

27 

50 

31.034 

57.471 

500K  to  1  MIL 

15 

65 

17.241 

74.713 

OVER  1  MIL 

22 

87 

25.287 

100.000 

FY83 

FREQUENCY 

CUM  FREQ. 

PERCENT 

CUM  PERCENT 

-1  MIL 

3 

3 

3.448 

3.448 

-1  MIL  TO  -500K 

2 

5 

2.299 

5.747 

-500K  to  0 

13 

18 

14.943 

20.690 

0  TO  500K 

28 

46 

32.184 

52.874 

500K  to  1  MIL 

17 

63 

19.540 

72.414 

OVER  1  MIL 

24 

87 

27.586 

100.000 
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FY84  FREQUENCY 


CUM  FREQ. 


PERCENT 


CUM  PEPCE7T 


-1  MIL  2 

-1  MIL  TO  -500K  1 

-500K  TO  0  11 

0  TO  500K  34 

500K  TO  1  MIL  10 

OVER  1  MIL  29 


3 
14 
48 
58 
87 


2.299 
1.149 
12.644 
39.080 
11.494 
33.333 


2.299 
3.448 
16.092 
55.172 
66.667 
100.000 
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RATE  SETTING  COMMISSION 


PRELIMINARY  RESULTS  OF  CHAPTER  372 


Table  4:    Annual  Changes  in  Inccme  or  Loss  from.  Operations 

A.      Annual  Change  in  Income  or  Loss  from  Operations  Excluding  Non-Operating 
Revenue 


or  Loss  Changes  82-83 

FREQUENCY 

CUM  FREQ. 

PERCENT 

CUM  PERCENT 

A 

-1  MILLION 

6 

6 

6.897 

6.897 

B 

-1  MIL  TO  -500K 

7 

13 

8.046 

14.943 

C 

-500K  TO  0 

20 

33 

22.989 

37.931 

D 

0  TO  500K 

26 

59 

29.885 

67.816 

E 

500K  TO  1  MIL 

12 

71 

13.793 

81.609 

F 

1  MILLION 

16 

87 

18.391 

100.000 

Change  83-84 

FREQUENCY 

CUM  FREQ. 

PERCENT 

CUM  PERCENT 

A 

-1  MTTiLTON 

,  5 

5 

5.747 

5.747 

B 

-1  MIL  TO  -500K 

5 

10 

5.747 

11.494 

C 

-500K  TO  0 

26 

36 

29.885 

41.379 

D 

0  TO  500K 

27 

63 

31.034 

72.414  • 

E 

500K  TO  1  MIL 

11 

74 

12.644 

35.057 

F 

1  MILLION 

13 

87 

14.943 

100.000 

B.    Annual  Change 
Revenue 


in 


Income  or  Loss  from  Operations  Including  Non-Operating 


Change  82-83 

FREQUENCY 

CUM  FREQ. 

PERCENT 

CUM  PERCENT 

A 

-1  MILLION 

10 

10 

11.494 

:i.494 

B 

-1  MIL  TO  -500K 

8 

18 

9.195 

20.690 

C 

-500K  TO  0 

19 

37 

21.839 

42.529 

D 

0  TO  500K 

27 

64 

31.034 

73.563 

E 

500K  TO  1  MIL 

9 

73 

10.345 

83.908 

F 

1  MTLLION 

14 

87 

16.092 

100.000 

Change  83-84 

FREQUENCY 

CUM  FREQ. 

PERCENT 

CUM  PERCENT 

A 

-1  MTLLION 

4 

4 

4.598 

4.598 

B 

-1  MIL  TO  -500K 

9 

13 

10.345 

14.943 

C 

-500K  TO  0 

24 

37 

27.586 

42.529 

D 

0  TO  500K 

24 

61 

27.586 

70.115 

E 

500K  TO  1  MIL 

9 

70 

10.345 

80.460 

F 

1  MTLLION 

17 

87 

19.540 

100.000 

The  following  hospitals  were  excluded  from  the  studies  of  the  effects  of  Chapter 
372.    Reasons  for  their  exclusion  are  also  indicated. 


Hospital 

Amesbury 
Bon  Sec ours 


Reason  for  Exclusion 
Municipal  Hospital 

No  1984  Financial  Statement  or  Sch.  XXXV 
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dOSujii  v^xuy 

Municipal  Hospital 

y^di lui  xuu t; 

Municipal  Hospital 

r  Ct -Lit UU  Li  1 

No  1982  Discharges  or  Admissions 

uoacid_L  ci 

No  1982  Financial  Statement  or 

Sch.  XXIV 

1  mi  rs~\  y-    Mqttv"*\  rial 

Municipal  Hospital 

iyb4  KdL-40j  not  riled. 

Hahneiriann 

Not  under  C.372  in  FY82 

TT_  1  _ 

Hale 

Municipal 

nunc 

Municipal 

Huntington  General 

No  1983  Financial  Statement  or 

Sen.  XXIV 

j.b.  inomas 

iMunicipai 

riaxy   r\-l  .Ley 

Municipal 

Morton 

1984  RSC-403  not  filed 

1984  RSC-403  not  filed 

Quincy  City 

Municipal 

Salem 

1984  RSC-403  not  filed 

Southwood 

Not  under  C.372  in  FY82 

University  of 

Massachusetts 

Not  under  C.372  in  FY82 

Worcester  City 

Municipal 

B.  BUREAU  OF  LONG  TERM  CARE 
Director:  James  E.  Sullivan 
ReimU  r  seanent  System 

The  Bureau  of  Long-Term  Care  sets  rates  of  reimbursement  annually 
for  publicly-aided  patients  and  residents  in  Long-Term  Care,  Residential 
Care  and  Intermediate  Care  Facilities  for  the  Mentally-Retarded.  Long-Term 
Care  providers  are  defined  as  those  which  offer  skilled  or  int  snrediate 
levels  of  nursing  care  or  a  combination  of  both.  Resident  Care  providers, 
or  rest  homes,  offer  custodial  care  which  excludes  all  but  a  ;~ummum  of 
nursing  iervices,  usually  on  a  consultant  basis.  Intermediate  Care 
Facilities  for  the  Mentally  Retarded  (ICF-MRs)  offer  comprehensive  health 
and  restorative  care  for  mentally-retarded  clients  who  often  have 
physically  multiple  handicapped. 

Each  of  these  provider  groups  has  a  separate  though  parallel 
reimbursement  system.  The  method  of  reimbursement  which  is  used  for 
Long-Term  Care  providers  is  retrospective  in  that  the  Commission 
establishes  an  interim  per  diem  rate  for  each  provider  based  on  its  own 
individual  and  historical  costs,  as  reported,  with  a  cost  adjustment  factor 
added.  Subsequently,  a  final  per  diem  rate  is  established  on  a  calendar 
year  basis  which  supercedes  the  interim  rate  and  a  settlement  is  made  to  or 
by  the  purchasing  agency. 

Residential  Care  Facilities  and  Intermediate  Care  Facilities  for  the 
Mentally-Retarded  have  per  diem  rates  established  on  a  prospective  basis. 
Prospective  per  diem  rates  are  established  from  an  historic  cost  report 
with  a  cost  adjustment  factor  added.  However,  there  is  no  final 
settlement . 
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Rate  Activity 


During  fiscal  year  1985,  the  GDmmission  certified  2,186  initial  rate 
actions,  that  is,  rates  computed  by  the  Bureau  of  Long-Term  Care  excluding 
appeal  adjustments  and  amendments.  This  compares  with  1,489  in  fiscal  year 
1984  and  1,298  in  fiscal  year  1983.  This  increase  was  realized  in  spite  of 
a  diversion  of  audit  staff  to  re-work  the  large  number  of  field  audits 
conducted  by  the  Department  of  Public  Welfare.  At  the  close  of  the  fiscal 
year,  206  of  these  audits  had  been  processed  with  just  10  outstanding. 
This  increase  in  productivity  was  largely  due  to  the  development  of 
computerized  interim  rates.  At  the  close  of  the  fiscal  year,  the  Bureau 
was  on  the  threshold  of  completing  the  development  of  computerized  final 
rates. 

Intermediate  Care  Facilities  for  the  Mentally  Retarded  ( ICF-MRs ) 

The  program  for  Intermediate  Care  Facilities  for  the  Mentally  Retarded 
continued  to  expand  during  the  fiscal  year.  At  the  close  of  the  year, 
thirty  programs  were  operational.  Cost  standards  were  developed  to 
evaluate  budgets  for  new  providers  entering  the  system.  Regulatory 
amendments  included  the  establishment  of  cost  reporting  forms  for 
management  and  realty  companies  and  a  change  in  the  reporting  year  to  July 
1st. 

A  standard  audit  program  was  developed  during  fiscal  year  1985  and 
joint  audits  were  conducted  on  five  facilities  with  staff  from  the  Bureau 
of  Educational,  Social  and  Mental  Health  Services. 

Administrative  Improvements 

Several  administrative  improvements  were  made  possible  through  the 
cooperative  efforts  of  the  Bureau  of  Systems  Development.  Staff  Training 
personal  computers  was  conducted.  As  a  result,  several  applications  such 
as  analysis  of  quarterly  payroll  reports,  the  testing  of  the  standard 
deviation  ceilings  and  an  updated  analysis  of  DPW  field  audits,  including 
appeal  results,  were  made.  A  revised  EDP  rate  folder  inventory  system  was 
established  which  tracks  the  approximately  1,300  active  files.  As  many  as 
735  of  these  files  move  to  a  new  location  each  week.  Finally,  data 
processing  applications  were  used  to  identify  incorrect  reporting  by 
providers  who  claim  accelerated  depreciation  for  life  safety  improvements. 
Letters  were  sent  to  these  providers  whose  cost  reports  had  to  be  adjusted 
on  a  cumulative  basis  by  Commission  staff. 

In  addition  to  improvements  related  to  data  processing,  other 
administrative  improvements  included  a  reorganization  of  the  clerical 
staff,  an  improved  system  of  servicing  requests  for  public  information  and 
the  development  of  a  single  cost  report  for  Adult  Day  Care  with  the  Bureau 
of  Educational,  Social  and  Mental  Health  Services.  A  great  deal  of  effort 
was  put  into  updating  current  files  so  that  all  of  the  relevant  fixed  asset 
basis  information  is  easily  accessible  for  each  provider.  This  has 
eliminated  the  need  to  access  old  filed  which  was  very  time-consuming  for 
the  Bureau  Staff. 
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New  Projects 


Several  new  projects  were  initiated  during  fiscal  year  1985.  In 
collaboration  with  other  state  agencies,  the  Bureau  has  conducted  extensive 
research  on  a  case  mix  tool  which  could  be  linked  to  a  reimbursement  system 
to  more  approximately  reimburse  providers  for  the  intensity  of  care  they 
deliver  and  thus  improve  the  cost  efficiency,  access  and  quality  of  the 
care  delivered  in  long-term  care  facilities. 

The  initial  stages  of  a  Provider  Identification  File  have  been 
established.  This  electronic  data  processing  system  will  record  a  large 
number  of  identifiers  and  characteristics  of  Long-Term  Care  facilities  and 
will  be  an  important  tool  for  both  rate-making  operations  and  long-term 
planning. 


C.     BUREAU  OF  AMBULATORY  CARE 
I.  Introduction 

The  Bureau  of  Ambulatory  Care  establishes  rates  for  a  wide  range  of 
services  to  which  a  variety  of  rate  setting  policies  and  methodologies  are 
applied.  The  thirty  regulations  written  and  maintained  by  The  bureau 
encompass  an  ever-broadening  array  of  health  care  services;  individual' 
medical  and  surgical  services  provided  by  physicians,  dentists,  and  private 
duty  nurses;  homecare  provided  by  homemakers,  home  health  aids  and  nurses; 
supplemented,  services  such  as  ambulance  and  clinical  laboratory  services; 
and  goods  and  services  supplied  by  retail  medical  suppliers  of 
pharmaceuticals  and  durable  medical  equipment. 

In  general,  the  work  of  this  bureau  is  directed  toward  services  which 
either  complement  or  serve  as  alternatives  to  inpatient  hospital  or  nursing 
home  care.  The  far-reaching  changes  occurring  in  hospital  re  in  bur  semen  t 
encourage  greater  utilization  of  ambulatory  services.  Thus ,  the 
regulations  and  contracts  administered  by  this  bureau  continue  to  grow  and 
change  every  year. 

The  primary  objective  of  the  bureau  is  to  establish  reimbursement 
rates  which  will  encourage  cost  containment  while  at  the  same  time  insuring 
access  to  high  quality  care  and  providing  incentives  for  the  expansion  of 
those  services  which  state  policy  has  emphasized  as  priorities. 

The  work  of  this  bureau  consists  of  two  major  efforts;  (1)  research 
activities  which  are  geared  toward  developing  methodologies  used  in 
determining  rates  and  (2)  audit  activities  which  both  support  the  efforts 
of  the  research  staff  in  developing  methodologies  and  set  the  rates  in 
accordance  with  current  regulations. 

In  developing  rate  setting  methodologies  a  number  of  complex  issues 
must  be  taken  into  consideration.  One  of  the  most  difficult  is  the 
relationship  between  cost  and  charges.  Data  on  the  actual  cost  of 
delivering  services  is  not  always  available  for  all  provider  groups  and 
charge  data  which  is  seme  times  more  readily  available  may  not  always 
reflect  the  actual  costs  of  delivering  services.    Even  when  cost  data  is 
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available  (as  for  oanmunity  centers,  hone  health  agencies)  it  raises 
problems,  as  the  pass-through  of  all  costs  does  not  create  incentives  for 
providers  to  control  costs.  Thus,  in  setting  rates,  the  bureau  carefully 
analyzes  the  data  and  attempts  in  its  methodologies  to  provide  positive 
incentives  for  cost  control,  as  well  as  quality  care. 

II.    Specific  Reviews  During  FY  1985 

Table  1  summarized  the  regulations  and  contracts  reviewed  during  the 
year.  Below  are  descriptions  of  substantive  action  on  specific 
regulations . 

COMMUNITY  HEALTH  CENTERS  114.3  CMR  4.00 

This  regulation  determines  reimbursement  for  medical  visits  in 
community  health  centers. 

An  in-depth  review  of  this  regulation  focus sed  on  the  productivity  and 
overhead  factors.  These  were  found  to  be  inadequate.  Appropriate 
adjustments  were  adopted  and  resulted  in  an  average  net  rate  increase  of 
17%. 

PHARMACY  114.3  CMR  31.00 

This  regulation  determines  payment  for  prescribed  drugs. 

x^eassessment  of  the  pharmacy  dispensing  fee  commenced  during  this 
year.  An  RFF  was  issued  and  a  contract  was  awarded  to  a  firm  with 
extensive  experience  with  this  task.  The  results  of  the  study  are  expected 
in  April,  1986.  Meanwhile,  the  pharmacy  rate  was  increased  by  an  inflation 
factor  (5.2?)  to  3.25  per  prescription. 

PROSTHESIS,  PROSTHETIC  DEVICES  AND  ORTHODIC  DEVICES    114.3  CMR  34.00 

This  regulation  determines  payment  for  artificial  limbs  and  braces. 

A  thorough  review  was  undertaken  during  this  year,  and  a  proposal  was 
readied  for  consideration  just  after  the  close  of  this  fiscal  year.  The 
proposal  incorporates  professional  fees,  technician  fees,  and  materials 
mark-ups.  These  fees  were  initially  based  upon  provider  surveys  and  will 
be  reassessed  through  cost-reports  that  will  be  completed  next  year.  This 
will  represent  the  first  such  research  with  this  provider  group. 

HOMEMAKE/HOME  HEALTH  AIDE  SERVICES  114.3  CMR  11.00 

Provides  direct  service  to  assist  individuals  unable  to  perform  basic 
daily  tasks  such  as  cleaning,  laundry,  and  food  preparation. 

Administration  of  this  regulation  is  closely  coordinated  with  the 
Executive  Office  of  Elder  Affairs.  This  year,  preliminary  plans  were  made 
to  undertake  joint  reviews  by  BAC  and  EOEA  staff  with  the  eventual  goal  of 
identifying  ways  to  simplify  and  strenghten  the  methodology,  especially  the 
allocation  of  rate  dollars  to  salary  and  a  limit  on  the  amount  allocated  to 
overhead.  In  the  meantime,  an  inflation-based  cost  of  living  increase  of 
4.6%  was  applied. 
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ADULT  DAY  HEALTH  114.3  CMR  10.00 


The  Adult  Day  Health  program  was  developed  as  an  alternative  to 
twenty-four  hour  long-term  care,  providing  non-institutional  care  through 
an  organized  program  of  health  care,  supervision,  restorative  services,  and 
socialization. 

This  regulation  was  reviewed  and  adjusted  for  inflation  (up  5.7%  to 
$21.52  per  day).  A  process  was  initiated  which  will  eventually  develop 
actual  cost  information  that  can  be  used  in  the  future  to  evaluate  the 
basis  of  this  rate. 

CHIPDPRACriC  SEWICES  114.3  CMR  28.00 

Reimbursement  for  radiological  services  provided  by  chiropractors  was 
explicitly  tied  to  114.3  CMR  18.00  (Radiological  Services)  and,  in  the 
future,  this  regulation  will  be  reviewed  concurrently  with  the  physician 
and  radiological  regulations.  All  other  chiropractic  services  were 
adjusted  by  5.1%  to  reflect  13  months  of  inflation. 

HOME  HEALTH  AGENCIES  114.3  CMR  3.00 

This  regulation  determines  the  rates  for  visits  by  skilled  nurses, 
physical  therapists,  occupational  therapists,  speech  therapists,  and  home 
health  aides. 

This  regulation  was  reviewed  twice  during  this  year.  This  provider 
group  is  emxenely  sensitive  to  changes  in  hospital  reimbursement  and  will 
continue  to  be  closely  monitored  by  the  Bureau.  An  annualized  inflation 
increase  of  6%  was  later  updated  to  6.6%.  Incentives  for  appropriate 
productivity  were  included  and  provision  was  made  for  relief  due  to  certain 
administrative  circumstances  (including  those  beyond  the  control  of  the 
agency,  and  specific  initiatives  to  improve  an  agency's  efficiency). 

DENTAL  SERVICES  114.3  CMR  14.00 

This  regulation  sets  standard  rates  for  dental  services  provided  in 
non-hospital  settings.  (The  surgery  regulation  governs  hospital-based 
surgery  fees) . 

Reimbursement  for  dental  services  was  reviewed  in  the  fall  of  1984  and 
again  in  the  summer  of  1985,  just  after  the  close  of  this  fiscal  year.  In 
1984,  an  increase  of  7.4%  to  reflect  inflation  was  awarded.  In  1985,  a 
substantive  review  and  revision  was  proposed  which  would  encourage  the 
appropriate  use  of  outpatient  oral  surgery  instead  of  expensive 
hospitalization.  An  additional  dozen  procedures  were  selected  for 
significant  rate  increases.  These  high-frequency  procedures  comprise 
preventive  and  routine  care  and  are  to  receive  a  weighted  average  increase 
of  around  40%.  The  remaining  procedures  are  to  get  a  5.2%  (annualized) 
increase. 

SURGERY  AND  RELATED  ANESTHESIA  CARE  114.3  CMR  16.00 

Professional  fees  for  surgeons,  medical  specialists  and  radiologists 
appear  in  these  three  physician  regulations.  Rates  are  compensation  for 
professional  services  provided  by  non-salaried  physicians,  regardless  of 
the  setting. 

40 


Adjustments  to  this  regulation  during  this  fiscal  year  were  simply 
refinements  of  the  scheme  implemented  last  year.  Pates  for  twenty 
procedures  which  had  previously  been  reduced  were  restored  to  their  earlier 
level.  An  all-inclusive  fee  for  obstetrical  services  was  created  to 
facilitate  billing  and  administration  for  providers,  and  to  encourage  their 
participating  in  the  Medicaid  program.  Finally,  a  contract  was  awarded  to 
Professors  Hsaio  and  Braun  of  the  Harvard  School  of  Public  Health  to  study 
the  resource-based  relative  value  of  over  100  additional  surgical 
procedures . 


CHRONIC  MAINTENANCE  DIALYSIS  114.3  CMR  37.00 


The  federal  government  extends  Medicare  coverage  for  chronic 
maintenance  renal  dialysis  to  people  under  age  65  who  would  otherwise  be 
eligible  to  receive  Medicare  benefits.    The  patient  is  responsible  only  for 

a    three-month    deductible    fee    and    subsequent    20    percent  copayment 
Regulation    114.3   CMR   37.00   determines   the   rates   of   payment   for  this 
deductible  and  copayment  for  Medicaid-eligible   (or  other  publicly-aided) 
individuals . 


For  the  first  tune  in  several  years,  this  regulation  was  the  focus  of 
review  this  year.  A  proposal  was  readied  for  adoption  during  next  fiscal 
year  which  would  simplify  the  regulation  and  tie  reimbursement  to  federal 
reimbursement  through  Medicare. 


PSYCHOLOGICAL  SERVICES  114.3  CMR  29.00 


This  regulation  governs  rates  of  payment  for  psychological  testing  and 
mental  health  services  (both  diagnostic  and  therapeutic)  provided  by 
licensed  psychologists. 

Rates  for  diagnostic  and  therapy  services  provided  by  psychologists 
were  reviewed  just  prior  to  FY85  and  just  after  the  end  of  the  year. 
Effective  June  1,  1984  a  rate  review  found  a  25%  increase  warranted  in 
light  of  several  years  without  a  review.  Effective  8/1/85,  an  additional 
4.6%  increase  was  granted  in  recognition  of  inflation. 

INDEPENDENT  LIVING  SERVICES  114.3  CMR  9.00 

These  centers  provide  transitional  living  programs  and  services  which 
support  severely  handicapped  individuals  who  live  independently  in  the 
conmunity.  During  FYS  5  rates  for  personal  care  attendants  were  increased 
by  10.7%  and  those  for  night  artendants  rose  by  5%.  These  changes  were 
also  reflected  in  the  transitional  living  per  diems  calculated  for  each 
center.   


MENTAL  HEALTH  SERVICES  114.3  CMR  6.00 


This  regulation  determines  payment  for  diagnosis  and  treatment 
provided  by  mental  health  professionals  in  a  mental  health  center  or 
community  health  center. 

Rates  were  increased  by  3.8  percent  for  inflation  from  January  through 
June,  1985.  This  six-month  adjustment  served  to  shift  the  rate  year  to 
July   1   in  order  that  it  would  coincide  with  the  Department  of  Mental 
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Health's  contracting  year.  This  adjustment  also  updated  the  rates  until 
new  rates  could  be  based  on  a  study  of  centers  FY84  cost  reports.  The 
resulting  proposal  was  being  readied  at  the  close  of  the  fiscal  year. 
Concurrently,  major  overhaul  of  the  cost  report  was  planned. 

PSYCHIATRIC  DAY  TREATMENT  CENTER  114.3  CMR  7.00 

Psychiatric  Day  Treatment  provides  intensive  counseling,  evaluation, 
and  home  visits  for  serveral  hours  each  day  to  a  variety  of  clients. 

A  major  study  of  cost  report  data  resulted  in  a  new  cost  base  for 
rates  and  a  change  from  individual  rates  to  class  rates.  On  average  the 
impact  of  this  change  was  to  increase  the  rates  by  about  ten  percent. 
Twenty- five  centers'  rates  increased  and  six  decreased. 

PRIVATE  DUTY  NURSING  CARE  114.3  CMR  24.00 

In  the  face  of  increasingly  technical  respite  care,  and  difficulties 
obtaining  skilled  nursing  services  at  the  existing  fee  schedule,  rates  were 
increased  by  about  20  percent  for  agencies  and  16  percent  for  individual 
practitioners.  An  eight-percent  differential  was  also  added  for  evening, 
night,  and  weekend  shifts. 

CORE  EVALUATIONS  114.3  CMR  30.00 

This  regulation  governs  the  rates  of  payment  used  by  school  systems 
and  the  Department  of  Public  Welfare  for  evaluations  mandated  by  the 
Department  of  Education's  Chapter  766  program.  The  Team  Evaluation  is 
administered  by  a  multidisciplinary  team  and  may  include  a  medical 
assessment,  psychological  assessment,  home  assessment,  and  assessments  by  a 
neurologist,  psychiatrist,  opthalmologist ,  physical  therapist,  occupational 
therapist,  speech  therapist  or  audio logist. 

Analysis  of  this  regulation  occurred  at  the  end  of  FY85  and  revisions 
were  adopted  early  in  FY86. 

VISION  CARE  SERVICES  AND  OPTHALMIC  MATERIALS  114.3  CMR  15.00 

Review  of  this  regulation  resulted  in  increases  of  17  percent  for 
vision  care  services  and  11  percent  for  eyeglasses  to  cover  inflation  for 
about  2*5  years.  Rates  for  contact  lenses  were  updated  by  varying  amounts 
based  on  updated  materials  and  labor  costs. 

PODIATRY  114.3  CMR  26.00 

After  four  years  without  a  review,  reimbursement  for  pediatric 
services  was  increased  by  26.8%  this  year.  Surgical  and  radiological 
procedures  were  adjusted  for  consistency  with  other  regulations  governing 
those  services. 

DURABLE  MEDICAL  EQUIPMENT  114.3  CMR  22.00 

This  regulation  determines  payment  for  rental  and  purchase  of  durable 
medical  equipment  and  medical  supplies. 
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Rates  for  these  products  are  automatically  and  continuously  adjusted 
because  providers  are  paid  on  the  basis  of  cost  plus  mark-up. 

REHABILITATION  CLINIC  SERVICES,  AUDIOLOGICAL  SERVICES,  AND  RESTORATIVE 
SERVICES  114.3  CMR  39.00 

This  regulation  sets  standard  rates  for  services  offered  in 
Rehabiliation  Clinics  and  for  those  provided  by  licensed  audiologists , 
physical  therapists,  occupational  therapists,  and  speech  therapists. 
Services  include  evaluations  and  treatments. 

Regulations  governing  three  similar  services  were  combined  into  one 
regulation  114.3  CMR  39.00  this  year.  Substantial  changes  were  made  to  the 
methodologies,  which  now  include  a  cap  on  overhead  costs  and  a  standard  for 
productivity.  The  new  rates  were  approximately  35%  over  previous  rates 
which  had  been  in  effect  for  several  years. 

FAMILY  PLANNING  SERVICES  114.3  CMR  12.00 

This  regulation  provides  rates  for  family  planning  clinics  which  offer 
medical  and  counseling  services  and  dispense  a  wide  variety  of 
contraceptive  devices.  - 

For  the  first  time  in  five  years,  this  regulation  was  reviewed  in  FY85 
and  revised  rates  were  pending  final  adoption  at  the  end  of  the  year. 
Substantial  increases  were  granted  for  family  planning  clinic  visits 
(20.89%)  and  for  contraceptive  supplies  (40.98%).  Four  medical  procedures 
were  incorporated  into  this  regulation  to  facilitate  gynecological  services 
at  these  centers.  This  was  undertaken  with  cognizance  of  inadequate  access 
to  the  care  of  these  specialists  in  other  settings. 

ANESTHESIA  CARE  114.3  CMR  17.00 
RADIOLOGICAL  SERVICES  114.3  CMR  18.00 

Neither  of  these  provider  receivec  a  rate  adjustment  this  year. 
Instead,  a  contract  was  awarded  to  Professors  Hsaio  and  Braun  at  the 
Harvard  School  of  Public  Health  to  study  the  resource-based  relative  value 
of  over  100  procedures. 

INFLATION  -  ONLY  REVIEWS 

Several  regulations  were  reviewed  and  adjusted  for  inflation.  The 
underlying  methodology  remained  unchanged.  These  regulations  and  the 
amount  of  adjustment  for  inflation  were: 

Ambulance  114.3  CMR  38.00  4.7%  4.7% 

Oxygen  and  Respiratory  Therapy       114.3  CMR  32.00  5.5% 
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TABLE  1 

BAC  SUMMARY  OF  FORMAL  ACTIVITY 


JULY  1,  1984  -  JUNE  30,  1985 


114.3 

CMR 

3.00 

1  0 

Home  Health    '  2 

REVISED 

114.3 

CMR 

4.00 

Corrrnunity  Health 

REVISED 

114.3 

CMR 

6.00 

Mental  Health 

REVISED 

114.3 

CMR 

7.00 

Psychiatric  Day  Treatment 

REVISED 

114.3 

CMR 

8.00 

Outpatient  Tuberculosis 

(NO  ACTION) 

114.3 

CMR 

9.00 

Independent  Living 

REVISED 

114.3 

CMR 

10.00 

Adult  Day  Health 

REVISED 

114.3 

CMR 

11.00 

Homemake r / Home  Health 

REVISED 

114.3 

CMR 

12.00 

Family  Planning 

PENDING 

114.3 

CMR 

13.00 

•bortion 

(NO  ACTION) 

114.3 

CMR 

14.00 

Dentistry 

REVISED 

114.3 

CMR 

15.00 

Vision  Care 

REVISED 

114.3 

CMR 

16.00 

Surgery 

PENDING 

114.3 

CMR 

17.00 

Medical 

PENDING 

114.3 

CMR 

18.00 

Radiology 

Clinical  Laboratories  *"  ^ 

PENDING 

114.3 

CMR 

20.00 

PENDING 

114.3 

CMR 

22.00 

Durable  Medical  Equipment 
Hearing  Aids 

REVISED 

114.3 

CMR 

23.00 

(NO  ACTION) 

113.4 

CMR 

35.00 

Private  Duty  Nursing 

REVISED 

114.3 

CMR 

26.00 

Podiatry  „ 

REVISED 

114.3 

CMR 

38 , 00 

Ambulance 

REVISED 

114.3 

CMR 

29-00 

Chiropractic  Services 

REVISED 

114.3 

CMR 

29.00 

Psychology 

PENDING 

114.3 

CMR 

30.00 

Core  2 

PENDING 

114.3 

CMR 

36.00 

Pharmacy 

REVISED 

114.3 

CMR 

32.00 

Oxygen  &  Respiratory 

REVISED 

114.3 

CMR 

34.00 

Prosthesis 

PENDING 

114.3 

CMR 

37 . 00 

Chronic  Maintenance  Dialysis 

PENDING 

114.3 

CMR 

39.00 

Rehabilitation  Clinic 

REVISED 

Home  Health  was  actually  reviewed  twice  this  year. 

Contracts  between  Blue  Cross  and  providers  of  these  services  were 
reviewed,  evaluated  and  approved  by  the  Commission. 

3 

Ambulatory  Surgery 
3 

Hospice  Services 

3 

Alcoholism  Treatment 
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IV.      Contracts    Between    The    Department    of     Public    Welfare  and 


Competetive  Medical  Plans 


The  Bureau  managed  the  review  of  half-dozen  programs.  Attention  was 
paid  to  reimbursement  methodology  and  evaluation  of  each  program. 
Consistent  administration  and  timely  submission  of  amendments  and 
extensions  by  DPW  are  necessary.  Significant  growth  is  this  area  is 
anticipated  as  the  advantages  become  apparent  in  terms  of  cost  containment 
and  management  of  care.  Anticipating  this  growth,  the  Bureau  is  working 
closely  with  the  Department  of  Public  Welfare  to  improve  the  methodology 
and  administration  of  these  contracts. 

V.    Audit  Staff  Activities 

AUDITS 

During  fiscal  year  1985,  staff  conducted  383  desk  audits  and  59  field 
audits  for  the  following  provider  groups:  ccrrnunity  health  centers; 
comiunity  mental  health  centers;  home  health  agencies;  homemaker  agencies 
and  ambulance  providers. 

PATE  CALCULATIONS 

Home  health  agencies  are  required  by  regulation  to  submit  cost  reports 
annually  and  the  staff  has  to  calculate  and  file  rates  of  reimbursement  six 
months  thereafter. 

In  fiscal  1985,  169  sets  of  rates  of  reimbursement  were  processed  for 
133  agencies.  Under  the  homemaker /home  health  aide  regulation  and  its 
staggered  adoption  of  the  overhead  compliance  section,  426  sets  of  rates  of 
reimbursement,  were  calculated  for  the  138  homemaker  agencies,  with  special 
attention  being  paid  to  the  overhead  compliance. 

The  audit  staff  also  set  rates  for  32  community  health  centers  and  108 
mental  health  centers. 

AUDIT  SYSTEMS 

During  fiscal  1985,  the  audit  staff  provided  input  and  conducted 
studies  relative  to  the  methodology  employed  in  establishing  rates  for 
therapy  services  and  the  improvement  of  cost  reporting  forms  and  schedules 
for  all  services. 

The  staff  participated  in  the  Commission-wide  development  of  a 
standardized  audit  program.  They  participated  in  provider  workshops  and 
responded  to  numerous  written  and  telephone  inquiries  relating  to  Pate 
Setting  procedures  and  time  tables. 
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D.       BUREAU  OF  EDUCATIONAL  AND  SOCIAL  SERVICES 


The  Bureau  of  Educational,  Social  and  Mental  Health  Services  cams  into 
existence  FY' 85  as  a  result  of  the  merger  of  the  Bureaus  of  Educational  and 
Social  Services  and  Purchased  Services.  The  merger  signifies  a  trend 
toward  reimbursement  consistency  as  illustrated  by  the  following  actions 
the  Bureau  undertook. 

1.  Merged  the  RSC  500  and  600  cost  reports  into  one  format,  RSC-1100 
for  FY' 85  reporting.    This  will  impact  on  FY' 87  rates. 

2.  Require  that  Community  Mental  Health  Centers  with  07  programs  also 
file  the  RSC-1100  cost  report  for  the  FY '85  reporting  year. 

3.  Developed  a  revised  version  of  the  RSC  600-B  for  '86  contracting. 
This  budget  form  is  now  the  standard  for  all  purchasers  of  Social 
Services,  including  Day  Care  and  also  requires  the  agreement  to 
reference  historical  cost  as  the  basis  for  negotiations. 

4.  Produced  timely  rates  for  Chapter  766  private  School  Programs. 

5.  Developed,  in  conjunction  with  the  Comptroller's  Office  and  EOHS, 
an  interim  payment  mechanism  for  the  07  contracts.  This 
arrangement  offers  the  Bureau  analyst  time  to  review  proposed 
rates  without  penalizing  the  provider  organization  with 
non-payment. 

Chapter  766  Regulations 

During  FY' 85  Bureau  staff  made  significant  changes  to  Regulation  114.4 
CMR  9.00  governing  FY  1986  rates.    Those  changes  are  as  follows: 

1.  Include  a  weighted  salary  upgrading  factor  to  increase  direct  care 
staff  salaries  by  approximately  6%  in  addition  to  the  cost 
increment  factor. 

2.  Limit  new  programs  under  this  regulation  to  Chapter  766  Approved 
Programs. 

3.  Establish  volume  corridors  within  which  no  rate  adjustments  due  to 
volume  fluctuations  are  allowed.    When  volume  is  outside  the 
established  corridor  the  rate  is  adjusted  by  a  standardized 
formula  to  reflect  the  loss  or  addition  of  income  necessary  to 
cover  fixed  costs. 

4.  Clarify  the  conditions  under  which  an  agency  may  apply  for 
Administrative  Relief. 

5.  Clarify  the  circumstances  in  which  the  Commission  will  initiate 
the  Administrative  Review  process. 

6.  Include  a  new  section  to  address  change  of  ownership.  This 
section  allows  a  limited  step  up  in  basis  under  specific 
qualifying  conditions. 
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Class  Rates 


January  1,  1985  marked  the  effective  date  for  a  new  group  of  providers 
reimbursed  through  a  prospective  class  rate  system  -  Early  Intervention 
Programs.  Regulation  114.5  CMR  7.00  prices  reimbursement  for  six  Early 
Intervention  Services  purchased  by  the  Department  of  Public  Health  and 
Medicaid  from  the  45  Early  Intervention  Programs  in  the  Commonwealth. 

Regulation  114.5  CMR  6.00  Rates  for  Certain  Alcoholism  Programs 
underwent  revision  for  the  development  of  FY' 86  rates.  Most  significantly, 
the  outpatient  service  was  expanded  to  include  Outpatient  Drug  Free 
Services  purchased  by  the  Department  of  Public  Health's  Division  of  Drug 
Rehabi Hation.  Hence,  this  regulation  is  now  titled  Rates  for  Certain 
Substance  Abuse  Program  Services  and  includes  39  addition  programs.  It  is 
hoped  that  in  the  future  more  services  will  be  included  under  this 
regulation. 

The  Bureau  expects  to  use  the  EOHS  Office  to  Contract  Management 
Program  Classification  Document  to  identify  future  potential  class  rates 
program  types. 

Salary  Upgrading  Program 

During  FY' 85  the  Commission,  in  consultation  with  purchasing  agencies 
and  provider  representatives,  conducted  a  survey  which  polled  provider 
organizations  on  hourly  wages,  turnover  and  vacancy  rates  for  direct,  care 
staff  positions.  The  results  provided  supporting  documentation  for  the 
development  of  the  reserve  account  in  the  FY' 86  budget  dedicated  to 
upgrading  direct  care  staff  salaries. 

The  Bureau  developed  several  methodologies  for  accessing  the  reserve 
account : 

1.  Devised  a  special  amendment  form  RSC  600-B/SUPR,  which  allows 
access 

to  the  reserve  account  for  programs  whose  rates  are  established 
via  the  RSC  600-B. 

2.  Built  an  allowance  for  the  salary  upgrading  program  into  all  class 
rates. 

3.  Established  an  initial  budget  development  process  in  conjunction 
with  the  Department  of  Social  Services  so  that  Day  Care  rates 
effective  7/1/85  could  include  salary  upgrading. 

4.  Included  in  all  rates  for  Chapter  766  programs  an  allowance  for 
upgrading  direct  care  salaries. 

Cost  Report  Audits 

The  following  table  provides  a  comparison  of  FY1 84  and  FY '85  output  by 
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staff  who  performed  desk  audits  of  BSC  600  Cost  Reports: 


FY'84 


FY'85 


% 


#  of  Cost  Reports  Receiver 

#  of  Program  Rates  Developed  for 
Individual  Programs  of  Class 
Rate  Analysis 


194 


267 


+38 


498 


640 


+29 


The  Bureau  anticipates  that  an  additional  300  cost  reports  will  be 
filed  during  FY' 86  (Reporting  costs  for  FY'85)  due  to  expansion  of  this 
cost  reporting  requirements  cited  above.  If  we  figure  an  average  of  2.4 
programs  per  cost  report  (extrapolated  from  previous  years),  that's  an 
additional  720  rates  set  off  audited  figures. 

Automation 

The  Bureau  currently  has  use  of  a  personal  computer  on  a  half-time 
basis.  Programs  have  been  developed  to  screen  cost  reports,  calculate 
rollover  rates,  process  data  for  class  rate  analysis,  and  perform 
adjustments  mandated  by  regulation.  Execution  of  these  programs  is 
hindered  only  by  the  constraints  imposed  by  our  limited  access  to  the  P.C. 
The  most  cost  effective  way  the  Bureau  will  be  able  to  handle  its  increased 
demand  is  with  further  automation. 

E.     BUREAU  OF  SYSTEMS  DEVELOPMENT 

The  Bureau  of  Systems  Development  major  goal  is  to  ensure  accurate,  modern, 
and  efficient  automated  information  system  support  for  the  development  and 
implementation  of  reimbursement  methodologies.  This  involves  providing 
informal  ;n  support  which  is  modernized,  accurate  and  efficient  as  well  as 
implementing  information  system  linkages  between  the  Rate  Setting 
Commission  and  other  key  state  and  provider  agencies.  Separate  functional 
divisions  within  the  Bureau  of  Systems  Development  provide  automated 
information  system  support  for  the  Commission's  main  organizational  areas. 
The  following  overview  is  described  for  each  of  BSD's  main  functional 
areas: 

Administration 

The  Administrative  area  provides  a  ride  range  of  functions  including 
personnel  recruitment  and  staff  training,  strategic  planning,  systems 
design,  and  automation  planning  for  the  lease /purchase  of 
rrdcros/rru\ni-computers .  This  unit  also  provides  support  for  the  Legal 
Division. 

During  the  past  year,  the  major  accomplishments  in  the  Admini strati ve 
area  included  the  following: 

o    Organization    The  centralized  Systems  Development  Bureau  has  been 
expanded  to  a  total  staff  of  19  including  full  time  positions, 
consultants  and  interns.    Both  formal  as  well  ar  informal  training 
of  new  BSD  staff  was  provided. 
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o    Automation    Activities  in  this  area  focused  on  iirpiementing 

modernized  automated  systems  for  the  BSC.    In  expanding  the  level 
of  automation  at  the  Commission,  a  total  of  11  terminals  were 
linked  to  the  State  computer  system.    In  addition,  four  personal 
computers  with  printers  (PC-XTs)  were  established  as  stand-alone 
work  stations. 

o    Training    About  50  Commission  staff  have  been  trained  on  software 
for  the  PCs  including  LOTUS  for  financial  analyses  and  DisplayWrite 
for  word  processing.    About  30  Commission  staff  have  been  trained 
in  SAS  (Statistical  Analysis  System)  and  JCL  on  the  IBM  mainframe. 
SAS  is  a  user  oriented  software  system  for  organizing  and 
analyzing  data.    Ongoing  user  assistance  is  provided  on  a  daily 
basis  to  personnel  throughout  the  Commission 

o    Documentation    Standards  for  documentation  have  been  established 
and  extensive  documentation  of  files  and  systems  is  now  in 
progress . 

Hospital  Bureau 

The  Hospital  Bureau  is  responsible  for  maintaining  current  and 
historical  cost  and  financial  data  for  the  acute  care  as  well  as  the 
chronic  hospitals  in  Massachusetts. 

Last  year's  accomplishments  wereas  follows: 

o    Conversion  of  data  files  and  FORTRAN  programs  from  the  Blue  Cross 
Honeywell  system  to  the  state  BCS  IBM  system  was  near  completion. 
All  404  and  403  data  were  converted.    The  Medicaid  Payment  on 
.ccount  Factor  program  and  the  Gross  Patient  Service  Revenue 
program  were  converted  and  enhanced.    Continuing  modification  of 
these  programs  is  necessary  as  new  legislation  takes  effect. 

o    The  only  program  currently  being  run  on  the  Honeywell  system  is  the 
403  audit  program.    This  program  has  been  documented  in  detail  and 
a  preliminary  list  of  proposed  changes  to  it  is  underway. 
Conversion  to  the  IBM  system  will  be  underway  shortly.    Programs  to 
audit  schedules  19  and  20  on  the  IBM  system  were  implemented  for 
use  until  the  entire  system  is  converted. 

o    A  comprehensive  series  of  within  and  among  schedule  edits  for  403 
data  were  completed.    One  of  the  outputs  of  the  edits  is  a  report 
for  each  hospital  listing  all  non-keypunch  errors  found  in  the  403 
data.    An  edit  program  for  1984  404  data  was  written. 

o   A  Medicaid  Settlement  program,  a  program  to  calculate  Working 
Capital,  and  a  program  to  Annualize  the  PAF  were  written. 

o    SAS  data  sets  which  allow  users  in  the  Hospital  Bureau  to  perform  a 
variety  of  financial  and  statistical  analyses  were  prepared  and 
documented.    SAS  data  sets  exist  for  all  the  schedules  of  the  1983 
403  data,  1984  and  1985  404  data,  output  of  the  Medicaid  PAF 
calculation  program,  and  output  of  the  GPSR  program.    Ongoing  user 
assistance,  especially  with  SAS,  was  provided  to  Hospital  Bureau 
personnel  on  a    daily  basis. 
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o    This  project  involved  the  establishment  of  a  longitudinal  data  set 
for  1980-1984  RSC  403  and  401  data.    Work  on  editing  versions  of 
this  data  set  was  underway.    This  data  set,  organized  by  year, 
contains  an  abstracted  set  of  cost  report  data.    This  data  set  was 
useful  in  performing  evaluations  of  the  HCFA  Waiver. 

Case  Mix  Project 

The  Case  Mix  database  is  a  significant  and  very  rich  source  of 
information  on  all  discharges.  It  is  the  only  source  of  such  data  in  the 
state,  allowing  for  sophisticated  and  comprehensive  Case  Mix  application 
under  HA-30  and  PPS.  Gn  a  quarterly  basis,  hospitals  currently  provide  the 
Rate  Setting  Commission  with  tapes  containing  standarized  information  on 
each  patient  discharge.  A  substantial  portion  of  data  processing  and 
Hospital  Bureau  staff  time  was  involved  in  the  processing  of  tapes  and  in 
modifying  the  software.  The  Hospital  discharge  data  records  underwent  a 
series  of  data  edits  and  the  DRG  Grouper  was  the  module  used  for 
classifying  discharge  into  DPGs.  Specific  data  processing  applications  of 
the  Case  Mix  Project  were  also  developed.  Using  financial  modeling 
techniques,  these  applications  included  assessing  the  implication  of  a 
Prospective  Payment  System,  for  Medicare  as  well  as  examining  the 
implications  of  Case  Mix  changes  under  HA-30. 

During  the  past  year  staff  has  been  involved  in  preparing  the  Case  Mix 
data  for  public  access.  The  Case  Mix  data  is  protected  by  the  Freedom  of 
Informatics  and  Privacy  Act;  a  committee  was  established  to  process 
incoming  requests.  Considerable  staff  time  was  utilized  developing  three 
levels  of  the  Case  Mix  data  for  public  requestors.  These  levels  vary  in 
the  number  of  personal  identifiers  that  have  been  purged  from  the  data. 

Bureau  of  Ambulatory  Care 

BSD  supports  the  BAC's  responsibility  of  rate  determination  for  32 
categories  of  free-standing  outpatient  and  non-institutional  services.  The 
range  of  these  services  has  in  the  past  discouraged  the  development  of  an 
integrated  automated  system  for  these  services. 

The  development  of  an  integrated  system  for  BAC  is  a  major  goal  of  the 
Commission.  This  project  includes  an  assessment  of  the  needs,  functions, 
and  activities  of  BAC;  determination  of  appropriate  processing  modes  and 
priorities  of  functions;  technical  specifications;  a  comprehensive  planning 
strategy;  and  an  overall  system  design. 

In  assisting  BAC  to  achieve  its  goals,  BSD  has  provided  training  and 
technical  support  to  the  BAC  staff  in  the  following  areas;  (1)  use  of  SAS 
and  IBM  JCL  on  the  IBM  mainframe  computer  and  (2)  use  of  LOTUS  on  the  IBM 
PC.  This  support  has  permitted  BAC  to  automate  rate  determination  and 
analysis  to  greater  degree  than  previously  possible. 

Bureau  of  Educational,  Social  and  Mental  Health  Services 

BESMHS  regulates  rates  for  a  wide  variety  of  services  including 
purchased  services.  The  differences  in  the  services  regulated  and  the 
methodologies  of  reimbursement  has  in  the  past  discouraged  any  systematic 
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automation  of  this  area.  A  goal  of  the  Commission  is  to  develop  an 
automated  data  system  for  BESMHS. 

Data  processing  for  BESMHS  has  been  manual  but  BESMHS  staff  have  been 
able  to  automate  some  rate  determination  and  analysis  functions  by  using 
SAS  on  the  IBM  mainframe  computer  and  LOTUS  on  the  IBM  PC.  BSD  has 
supported  these  activities  by  providing  training  and  technical  assistance. 

The  Commission  conducted  a  study  of  Wage  Parity  jointly  with  the 
Provider  Negotiating  Committee  of  the  Massachusetts  Council  of  Human 
Service  Providers.  This  Wage  Survey  was  designed  to  help  address  the 
information  gap  and  staffing  issues  involving  direct  care  staff  in  the 
human  service  field.  This  survey  collected  basic  descriptive  information 
on  positions,  wages,  vacancies,  and  turnover.  A  total  of  316  provider 
agencies  were  processed,  representing  a  total  of  1033  job  categories.  BSD 
participated  in  the  following:  (1)  design  of  the  questionnaire,  (2) 
questionnaire  screening  and  data  input  monitoring,  (3)  edit  and  analysis  of 
the  data  using  SAS,  and  (4)  a  draft  executive  summary  and  supporting 
tables. 

Bureau  of  Long  Term  Care  Unit 

BSD  supports  the  BLTC's  main  responsibility  of  rate  determination  for 
554  nursing  homes  and  228  rest  homes  in  Massachusetts.  On  an  annual  basis, 
facilities  provide  the  Rate  Setting  Commission  with  information  on  their 
operation;  financial  data  and  patient  day  data.  This  information  was  used 
to  generate  interim  and  final  rates  for  nursing  homes  and  prospective  rates 
for  rest  homes.  The  BLTC  is  also  involved  in  setting  rates  for  ibout  30 
intermediate  care  facilities  for  the  mentally  retarded. 

In  addition  to  the  automated  rates  and  automated  rate  components,  BSD 
generated  several  useful  reports  on  an  annual  basis:  e.g.  Cost  Comparisons 
(comparing  per  diem  cost  for  a  particular  year  with  those  of  the  previous 
year)  and  Utilization  Reports  (public  and  total  utilization,  vacancy  days.) 

Another  report,  the  Bi-weekly  Inventory,  was  used  to  track  the  status 
of  individual  rates  from  the  una s signed  status  through  the  proposed  status. 

New  this  year  was  the  development  of  several  SAS  data  sets.  These 
data  sets  permit  quick  analysis  and  facilitate  user  access  to  the  LTC  data 
system.  Also,  SAS  has  permitted  the  Commission  to  easily  automate  the  rate 
calculation  formulas. 

A  major  effort  has  been  made  to  evaluate  the  current  LTC  data  system 
and  its  future  development.  The  data  processing  strategy  with  respect  to 
the  LTC  data  system  is  as  follows: 

o  Assess  the  overall  functions  involved  in  rate  determination, 
indicating  whether  they  are  currently  being  performed  manually  or  are 
automated. 

o  Design  an  overall  system  for  achieving  a  greater  degree  of 
automation  and  indicate  what  scheduling  changes  or  processing  modes  need  to 
be  changed. 
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o  In  the  above  context ,  examine  the  total  preferred  design  structure 
of  the  LTC  computer  files,  the  basic  data  components,  and  their  elements. 

o  Based  on  the  preferred  system  design,  examine  the  most  appropriate 
software  packages. 

o  An  important  component  of  the  planning  for  future  development  is 
studying  the  feasibility  and  methodology  of  moving  to  a  prospective  rate 
structure  with  a  case-mix  adjustment  for  nursing  homes. 

H.     OFFICE  OF  THE  GENERAL  COUNSEL 

Legal  services  to  the  Commission  by  the  Legal  Bureau's  seven  staff 
attorneys  consist  principally  of  two  major  functions:  (1)  advising  the 
Commission  Bureau  Directors  and  individual  staff  members  concerning  the 
legal  ramifications  of  proposed  actions  and  (2)  representing  the  Commission 
at  adjudicatory  hearings  conducted  by  the  Division  of  Administrative  Law 
Appeals.  The  purpose  of  these  hearings  is  to  determine  whether  particular 
rates  for  individual  providers  are  "fair,  adequate  and  reasonable"  within 
the  meaning  of  G.L.  c.  6A,  ss  31-72  and  cases  construing  that  statute.  In 
addition,  staff  attorneys  work  closely  with  their  colleagues  in  the 
Attorney  General's  Office  and  with  counsel  from  other  Human  Service 
agencies  in  matters  where  their  assistance  is  required.  Legal  staff  also 
have  occasion  to  contact  staff  attorneys  from  the  Federal  Department  of. 
Health  and  Human  Services  (HHS)  in  order  to  keep  abreast  of  developments  in 
Federal  lav  which  affect  the  work  of  the  Rate  Setting  Commission,  in 
particular  developments  in  the  area  of  Medicaid  reimbursement  under  Title 
XIX  of  thfi  Social  Security  Act. 

Genera. I  Counsel  devotes  substantial  time  to  steering  regulations 
through  the  rule-making  process.  The  Commission's  rate  setting  methodolo- 
gies are  er  wodied  in  over  forty  regulations  taking  up  approximately 
four  hundred  and  fifty  pages  in  the  Code  of  Massachusetts  Regulations. 
Most  of  these  regulations  must  be  promulgated  annually.  Promulgation  is  a 
lengthy  process,  subject  to  the  time  requirements  of  the  following  statutes 
and  orders: 

(1)  Filing  with  Ways  and  Means,  Post  Audit  Committees  (G.L.  c.  6A,  s 
32;  paragraph  9) : 

The  Commission  must  file  a  copy  of  regulations  and  rates  with  the 
budget  director  and  with  the  House  and  Senate  Committees  on  Ways  and  Means 
and  the  Joint  Legislative  Committee  on  Post  Audit  and  Oversight. 

(2)  Compliance  with  Administrative  Procedure  Act  (G.L.  c.  6A,  s  32)  : 

Chapter  30A,  the  State  Administrative  Procedure  Act,  requires,  among 
other  things,  advertisement  and  a  minimum  21  day  notice  period  before  each 
public  hearing.  (The  Commission  allows  thirty  days  in  order  to  meet  the 
time  requirements  for  review  by  the  Commission's  Advisory  Council,  as  noted 
below. ) 


52 


(3)     Review  by  Advisory  Council  (G.L.  c.  6A,  s  32): 


This  section  established  an  advisory  council  composed  of  designees 
from  other  human  service  agencies,  representatives  of  provider  groups  and 
consumers .  Among  the  Advisory  Council 1 s  powers  and  duties  is  "...  the 
right  to  at  least  sixty  days  prior  review  and  comment  on  any  proposed  rule 
or  regulation  of  the  Commission  or  any  of  its  bureaus,  with  the  exception 
of  regulations  promulgated  on  an  emergency  basis."  G.L.  c.  6A,  s  34 
further  provides  that  "the  Council  shall  be  notified  at  least  ten  days  in 
advance  of  any  public  meeting  or  hearing  scheduled  by  the  Commission  or  any 
of  its  bureaus." 

(4)  Charge  Control  Review  by  Hospital  Policy  Review  Board   (G.L.  c. 
6A,  s  34A: 

An  eleven  member  board  which  reviews  regulations  and  rules  pertaining 
to  the  Commission's  hospital  charge  control  program.  This  section  pro- 
vides, among  other  things,  that  "the  board  shall  have  the  right  to  at  least 
sixty  days  prior  review  and  comment  on  any  proposed  rule  or  regulation  of 
the  Commission,  except  for  rules  or  regulations  promulgated  on  an  emergency 
basis,  issued  pursuant  to  sections  thirty-seven  to  forty-six,  inclusive." 

(5)  Executive  Order  #145:    Notice  to  Agencies  Representing  Cities  and 
Towns: 

Requires  14  days  notice  regarding  fiscal  impact  to  the  ager.ciei  named 
therein  prior  to  commencement  of  notice  period  under  G.L.  c.  3CA. 

(6)  Federal  Regulatory  Requirements  Under  Title  XIX  of  the  Social 
Security  Act: 

(a)  Regulations  which  require  amendments  to  the  Commonwealth's 
"Medicaid  State  Plan"  must  be  submitted,  during  the  quaiter 
in  which  they  first  become  effective,  to  the  Department  of 
Health  and  Human  Services.    The  Department  of  Public  Welfare 
(Single  State  Agency)  transmits  these  amendments  which  are 
prepared  with  the  assistance  of  counsel  from  both  agencies. 

(b)  Federal  regulations  codified  at  42  CFR  447  set  forth  specific 
requirements  for  notice  of  any  change  in  the  method  or  level 
of  reimbursement  for  services  under  the  Medicaid  program. 

7.      Fiscal  Impact  Statement  to  be  Filed  with  Secretary  of  State 
(Added  by  Chapter  367,  s  43,  of  the  Acts  of  1978) : 

Each  regulation  filed  with  the  Secretary  of  State ' s  office  must  be 
accompanied  by  a  fiscal  impact  statement. 

(8)     Compliance  with  Regulations  of  the  Secretary  of  State's  Office 
(G.L.  c.  30A,  ss  5-6A  and  950  CMR  20.00): 

Each  regulation  must  be  typed  and  filed  according  to  rules  and  regu- 
lations strictly  enforced  by  the  Secretary  of  State's  office  to  ensure  that 
the  Code  of  Massachusetts  Regulations  is  uniform,  up-to-date  and  correct. 
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The  foregoing  legal  requirements  applicable  to  the  promulgation  of 
regulations  by  the  Commission  demonstrate  that  the  Carndss ion's  output  is 
subject  to  careful  scrutiny  by  a  broad  range  of  interested  parties, 
including  several  Committees  of  the  legislature. 

These  numerous  requirements  call  for  extraordinary  diligence  on  the 
part  of  Legal  and  Administrative  staff  to  fulfill  the  steps  needed  to  make 
a  regulation  effective. 

The  work  of  the  legal  staff  at  the  Pate  Setting  Commission,  as  noted 
above,  consists  of  two  major  tasks:  1.  Advising  program  staff,  Bureau 
Directors  and  Commissioners  regarding  procedural  and  substantive 
requirements  of  law  and;  2.  Conducting  litigation  on  behalf  of  the 
Commission  before  magistrates  of  the  Division  of  Administrative  Law  Appeals 
in  rate  appeals  brought  by  providers  pursuant  toG.L.  c.  6A,  s.  36.  In 
addition,  staff  of  the  legal  Bureau  provides  assistance  to  the  Attorney 
General's  Office  in  its  handling  of  suits  brought  on  behalf  of  the 
Commission  (affirmative  litigation)  and  suits  challenging  the  Commission's 
regulations . 

Among  the  major  projects  and  problems  which  required  legal  input  in  FY 
1985  were  the  following:  ' 

o    Uniform  Hospital  Payment  System  "Wrap  around"  Legislation:  This 
year  the  Massachusetts  Hospital  Association  voted  not  to  apply  fcr  a 
renewal  of  the  1982  waiver  of  Medicare  principles  under  Title  XVI II  of 
the  Federal  Social  Security  Act.    Instead,  acute  care  hospitals  in  the 
Commonv^alth  agreed  to  accept  for  Medicaid  patients  the  federal 
Medicare  Prospective  Payment  System  (PPS)  in  which  reimbursement  is 
based  on  so-called  Diagnostic  Related  Groups  (DPG's).    The  Coalition 
of  business,  government,  provider  and  other  representatives  which 
created  the  Uniform  Payment  System  embodied  in  Chapter  372  of  the  Acts 
of  1932,  worked  during  FY  1985  to  devise  so-called  "wrap  around" 
legislation.    This  legislation  is  intended  to  govern  reimbursement  by 
payors  ether  than  Medicare  and  is  intended  to  carry  forward  the 
general  structure  and  principles  embodid  in  Chapter  372.  The  legal 
staff  worked  closely  with  the  Commissioners,  Hospital  Bureau  Director 
and  staff,  as  well  as  representatives  of  the  Department  of  Public 
Welfare,  to  analyze  state  and  federal  law  in  light  of  the  many 
complex  and  novel  issues  which  arose  during  the  drafting  of  the  "wrap 
around"  legislation. 

o    Federal  Audits  and  Reviews  of  Hospital  Reimbursement:    As  the  Federal 
government  strengthens  and  tightens  its  review  of  the  various  states' 
administration  of  Title  XIX  programs,  numerous  issues  have  arisen  in 
connection  with  audits  performed  by  various  divisions  within  the 
Health  Care  Financing  Agency  (HCFA)  and  other  federal  bodies.    Here  in 
Massachusetts,  regional  federal  officials  have  performed  audits  of 
reimbursement  for  facilities  caring  for  the  mentally  retarded 
(ICF-MR's)  and  have  reviewed  the  administration  of  the  waiver  of 
Medicaid  principles  granted  to  the  Commonwealth  in  1982  in  connection 
with  the  uniform  payment  system  embodied  in  Chapter  372  of  the  Acts  of 
1982.    Legal  staff  worked  closely  with  staff  from  the  Bureau  of 
Hospitals  as  well  as  representatives  of  other  agencies   (EOHS,  DPW, 
DPH,  DMH) ,  to  analyze  and  resolve  questions  of  law  and  fact  arising 
from  the  audit  findings. 
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o    Case  Mix  Data  Project:      This  year  saw  the  promulgation  of  a  special 
regulation  designed  to  govern  the  dissemination  of  certain  data 
collected  by  the  Commission  regarding  patients  in  acute  care  hospitals 
within  the  Commonwealth.    After  the  new  regulation  was  formally 
adopted,  the  legal  staff  began  to  work  with  a  special  inter-bureau 
committee  to  process  requests  for  the  data.    The  Committee  consists  of 
the  Executive  Secretary,  the  General  Counsel,  and  representatives  from 
the  Hospital  Bureau  and  the  Bureau  of  Systems  Development.    Thanks  to 
the  efforts  of  this  Committee,  the  dissemination  of  these  data  is 
accomplished  in  an  orderly  and  consistent  fashion  in  which  the 
public's  need  to  know  is  carefully  balanced  against  the  rights  of 
privacy  of  the  individuals.    It  should  be  emphasized  that  no 
individual  can  be  directly  or  indirectly  identified  through  these 
data.    Nonetheless,  the  Commission  takes  particular  care  to  edit  and 
review  the  tapes,  as  well  as  the  requests  for  copies  of  edited  tapes. 

o    Receiverships ;    Legal  staff  continued  their  joint  efforts  with 

representatives  of  other  agencies  (including  the  Attorney  General's 
Office)  to  resolve  the  difficult  rate-setting  issues  which  arise  from 
the  administration  of  facilities  taken  over  by  court-appointed 
receivers  from  their  owners,  usually  as  a  result  of  severe  fiscal 
mismanagement  accompanied- by  great  risks  to  the  patient  population.  A 
characteristic  of  most  receiverships  is  that  they  take  months  and  even 
years  to  reach  conclusion,  largely  due  to  the  novelty  and  complexity 
of  the  rate  issues  posed  by  the  new  administration  (as  well  as  the 
ever-present  difficulty  of  finding  new  placements  for  the  patients 
should  the  need  to  do  so  arise) . 

This  year  staff  of  the  legal  Bureau  worked  on  nursing  home 
receiverships  (Ashmere,  Town send) ,  chronic  hospital  receiverships 
(Newburyport  and  Pen tucket)  and  a  school  for  children  receiving 
services  under  Chapter  766  (the  Avalon  School,  Inc.) . 

Litigation 

1.    Courts  (Superior  Court,  Appeals  Court,  Supreme  Judicial  Court  and 
the  Federal  Courts) 

The  Supreme  Judicial  Court ' s  decision  in  New  England  Memorial  Hospital 
vs.  RSC  and  the  Department  of  Public  Welfare  was  handed  down  in  March,  1985 
394  MA  296.  At  issue  were  regulations  of  the  Ctommission  which  established 
rates  of  reimbursement  for  administratively  necessary  days  (AND's)  spent  by 
patients  in  acute  care  hospitals  who  are  no  longer  in  need  of  acute  care 
hospital  services.  The  Court  concluded  that  the  regulations  must  be  deemed 
to  be  void  since  the  Single  State  Agency  for  Administration  of  the  Medicaid 
Program  in  Massachusetts  (the  Department  of  Public  Welfare)  had  failed  to 
file  appropriate  assurances  under  42  U.S.C.  §  1396(a) (13)  (A)  with  the 
federal  Department  of  Health  and  Human  Services  regarding  the  change  in 
methodology.  Writing  for  the  court,  Justice  Paul  Liacos  ordered  that 
hospitals  involved  in  the  suit  be  paid  at  the  full  routine  per  diem  rate 
for  each  day  of  care  furnished  to  an  AND  patient.  While  this  case  turned 
on  the  Commonwealth's  failure  to  comply  with  a  procedural  requirement 
imposed  by  title  XIX  of  the  Social  Security  Act,  and  cannot  be  read  to 
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prevent  the  promulgation  of  appropriate  lower  rates  for  AND  patients 
according  to  level  of  care  (i.e.  SNF  or  ICF  level  of  care)  ,  the  case  has 
had  a  profound  impact  on  the  Commonwealth 1 s  treasury,  as  many  hospitals  had 
filed  similar  appeals  for  the  fiscal  years  in  question. 

In  Pentucket  Manor  Chronic  Hospital  vs.  RSC,  394  Ma.  233  (1985). 
Justice  Liacos  gave  a  broad  and  favorable  interpretation  of  the 
Conmission ' s  power  to  audit  acute  care  hospitals  under  the  prospective 
payment  methodology  as  it  existed  in  the  Commission's  regulations  prior  to 
the  fiscal  years  governed  by  Chapter  372  of  the  Acts  of  1982.  In  this 
case,  three  proprietary  chronic  hospitals  had  challenged  rates  set  by  the 
Commission.  These  appeals  were  heard  by  the  Division  of  Hearings  Officers 
(now  the  Division  of  Administrative  Law  Appeals)  which  ruled  in  favor  of 
the  Commission.  The  hospitals  thereupon  sought  review  in  the  Superior 
court,  where  a  special  master  appointed  by  the  court  ruled  that  the 
judgment  entered  in  the  Commission's  favor  should  be  affirmed. 

On  appeal,  Justice  Liacos  of  the  Supreme  Judicial  Court  affirmed 
judgment  in  favor  of  the  Commission,  although  he  agreed  with  the  plaintiffs 
that  their  claim  of  appeal  from  the  master's  decision  was  timely  filed.  He 
reject--  q  arguments  by  the  hospitals  that  because  the  system  installed  by 
the  regulations  is  prospective,  rates  may  never  be  redetermined,  even  if 
subsequent  audits  reveal  that  the  initial  rates  were  based  on  excessive 
admini strati ve  costs.  The  Court  agreed  with  the  Commission  that  the  power 
to  redetermine  and  recertify  rates  following  audit  is  necessary  under  both 
federal  and  state  law. 

A  final  decision  of  note,  from  the  Superior  Court  this  time,  is  the 
case  of  City  of  Lynn  vs.  RSC,  Civil  Action  84-473,  now  on  appeal  to  the 
Appeals  Division.  In  that  case  plaintiffs  challenged  the  $70  per  diem 
limit  on  reimbursement  to  long  term  care  facilities.  Plaintiffs  contended 
that  the  regulation  effectively  lowered  the  amount  of  reimbursement 
expected  by  the  City  of  Lynn  as  a  result  of  its  operation  of  the  Lynn 
Public  Medical  Institution.  Plaintii^s  contended  that  regulations 
establishing  this  new  rate  contravened  the  provisions  of  G.L.  c.29  & 
27C(c),  better  known  as  "Proposition  2Y'.  The  Court  ruled,  upon  motion  for 
summary  judgment  by  the  Commission,  that  the  regulation  in  question  does 
not  fall  within  the  scope  of  G.L.  c.29  &  27C(c)  because  it  does  not 
increase  the  original  cost  of  the  services,  nor  is  it  limited  in  its  effect 
to  municipalities.  Thus,  the  court  wrote,  the  regulation  did  not  amount  to 
the  "involuntary  imposition  on  cities  and  towns  of  certain  direct  service 
or  cost  obligations  resulting  from  statutes  and  administrative  rules  or 
regulations,"  citing  Mass.  Teacher ' s  Association  vs.  Secretary  of  the 
Commonwealth,  384  MA  209,216  (1981). 

Division  of  Adiriinistrative  Law  Appeals 

Cases  heard  by  magistrates  of  the  Division  of  Administrative  Law 
Appeals  under  G.L.  c.  6A,  s.  36  resulted  in  the  following  decisions  of  note 
in  fiscal  year  1985: 

Long  Term  Care  Facilities: 

Falmouth  Nursing  Home  vs.  RSC,  HD-4571,  HD-4670.  In  this  appeal 
of   1978  and   1979   final  rates,   the  provider   sought  to  prove   that  its 
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allowable  fixed  cost  basis  should  be  raised  to  reflect  the  price  paid  for 
the  facility  by  a  new  owner.  Despite  the  provider's  argument  that  it  was 
essentially  a  new  provider,  the  Division  agreed  with  the  Commission  that 
the  sale  had  merely  effected  a  change  in  ownership.  Thus,  allowable  basis 
was  correctly  calculated  under  valid  Commission  regulations  prohibiting  a 
"step-up"  upon  change  of  ownership. 

In  Falls  Nursing  Home,  Inc.  et  al.  vs.  RSC,  HD_4970,  4971,  4975,  5177, 
5178  and  5183  appellants  challenged  their  1980  final  rates  on  the  basis  of 
an  alleged  January  1,  1980  effective  date  for  the  implementation  of  the 
Commission's  incentive  program  for  nursing  homes.  Despite  the  existence  of 
a  Commission  Advisory  Ruling  regarding  the  effective  date  of  this  provision 
of  the  regulations,  the  Division  held  that  because  the  general  regulation 
on  long  term  care  facilities  was  effective  January  1,  1980  and  because  the 
regulation  did  not  specifically  state  that  the  start  date  was  not  to  be 
until  July,  the  regulation  itself  did  not  give  sufficient  notice  to  the 
general  public  of  that  fact. 

In  Hollywell  Nursing  Home  vs.  RSC  HD-5231  the  Division  followed  an 
earlier  precedent  in  ruling  that  a  settlement  of  prior  years  which  included 
an  provision  for  a  mortgage  "add-back  governed  the  provider's  rate  for  FY 
1978,  the  subject  of  the  -instant  appeal.  Despite  the  fact  that  the 
Commission's  regulations  for  FY  1978  specifically  precluded  the  "add-back" 
of  excess  mortgage  value,  the  magistrate  found  that  1971  settlement  did  not 
include  this  provision  by  mistake  and  was  intended  to  represent  a  departure 
from  existing  Commission  policy  on  this  issue. 

In  littleton  Nursing  Home  vs.  RSC,  HD-5210  The  Division  agreed  with 
the  Commission  that  the  value  of  forty-four  acres  of  apple  orchard  adjacent 
to  the  appellant's  facility  should  not  be  considered  in  computing  allowable 
costs  for  the  home  in  that  such  land  could  not  be  considered  as  being 
related  to  patient  care.  However,  the  Division  refused  to  uphold  the 
Commission's  reliance  on  allocations  methods  used  in  assessments  performed 
by  the  town  assessor  and  permitted  valuation  based  on  the  testimony  of  an 
expert  witness,  apparently  concluding  as  a  matter  of  law  that  town 
assessments  are  generally  unreliable.  The  Division  also  ruled  that 
disallowance  of  a  sum  of  money  designated  as  "profit"  should  have  been 
allowed,  on  the  theory  that  the  Commission  ought  to  have  performed  an  audit 
to  determine  what  portion  of  the  alleged  profit  should  be  disallowed. 

The  Division  addressed  a  purely  procedural  issue  in  Martha' s  Vineyard 
Hospital  (SNF  Unit)  vs.  RSC,  HD-5349.  This  case  involved  the  provider's 
1977  final  rate  which  was  set  in  May  of  1979.  In  early  1983  the  provider 
ashed  the  Commission  to  correct  what  it  termed  a  "mechanical  error"  in  this 
rate.  The  Bureau  reviewed  that  rate,  (determined  that  no  error  had  been 
made  and  so  informed  the  provider.  Some  months  later,  the  provider  filed 
this  appeal.  In  response  to  the  Commission's  motion  to  dismiss  the  appeal 
as  having  been  filed  years  after  the  rate  had  been  set  (the  statute  of 
limitations  is  thirty  days)  ,  the  provider  asserted  that  the  30  day  limit 
did  not  apply  as  it  was  appealing  from  "other  action  required  by  law."  The 
Division  ruled  in  the  Commission's  favor,  observing  that  the  true  heart  of 
the  case  was  not  a  mechanical  error  but  a  question  regarding  inclusion  of 
excess  nursing  costs,  a  matter  within  the  Commission's  discretion  under 
114.2  CMR  2.04(5).  In  view  of  this,  the  matter  complained  of  could  not 
correctly  be  said  to  be  a  failure  to  take  "action  required  by  law"  from 
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which  an  appeal  may  be  taken  within  thirty  days.  Even  if  the  action  could 
be  so  construed,  the  Division  observed  that  the  appeal  was  untimely  filed 
in  any  event,  the  thirty-day  period  having  expired  even  by  appellant's 
logic  well  over  a  month  after  the  complaint  was  filed. 

In  a  split  decision  involving  assertions  by  both  sides  that  the  contested 
matters  could  be  decided  by  resort  to  the  doctrine  of  res  judicata,  the 
Commission  argued  that  the  status  of  a  strip  of  land  adjacent  to  the 
providers  facility  had  been  decided  with  finality  in  previous  appeals  and 
that  no  newly  discovered  evidence  existed  to  prevent  the  barring  of  new 
arguments  by  the  doctrine  of  res  judicata.  See  Riverdale  Gardens  vs.  RSC 
HD_5284  and  5285.  The  provider  contended  that  an  earlier  settlement 
governed  the  disposition  of  this  appeal  on  its  second  issue  (inclusion  of 
accured  benefits  in  the  computation  of  average  equity  capital) .  The 
Division  agreed  with  the  Commission  on  the  first  issue,  finding  that  no  new 
evidence  had  been  presented  on  the  land  issue.  The  Division  agreed  with 
the  provider  on  the  second  issue,  finding  that  the  settlement  alluded  to  by 
the  provider  had  been  incorporated  into  an  earlier  decree,  thus 
constituting  a  binding  final  decree  on  the  parties  with  respect  to  those 
issues,  citing  Hollywell  Nursing  Home  vs.  RSC,  HD-4814  and  HD-4815. 

A  novel  issue  was  presented  in  the  case  of  Sherrill  House,  Inc.  vs 
RSC,  HD-4219,  4220,  4480,  464,  and  5173.  Here  the  provider  sought  to 
justify  excess  nursing  costs  totalling  $228,295  in  Medicaid  dollars  over  - 
five  fiscal  years.  The  provider  claimed  that  it  was  compelled  to  pay 
higher  wages  to  its  nurses  because  it  was  competing  for  their  services  with 
area  hospitals.  The  provider  also  sought  to  show  that  its  patients  were 
sicker.  The  Division  found  that  were  proof  of  the  high  average  age  of  the 
patients  in  a  facility  does  not  suffice  to  show  that  the  patients  are  in 
greater  need  of  services.  Moreover,  most  of  the  older  patients  at  Sherrill 
House  were  classified  as  Level  III  patients  who,  by  definition,  are  deemed 
to  need  fewer  hours  of  nursing  care.  Finally,  the  Division  observed  that  a 
procedure  existed  at  the  Department  of  Public  Health  whereby  excess  nursing 
hours  might  receive  approval  which  would  lead  to  rate  recognition  of 
associated  costs.    The  provider  had  never  availed  itself  of  this  procedure. 

Finally,  in  action  on  a  case  rewarded  from  Superior  Court  Stadium- 
Manor  vs.  RSC,  HD-3494F  the  Division  ruled  in  favor  of  the  Cdntdssion  that 
no  step-up  in  basis  was  permitted  to  providers  who  had  acquired  the  home  by 
means  of  a  stock  transfer  since  Commission  policy  in  effect  at  the  time  of 
transfer  prohibited  "step-up"  in  basis  after  a  sale  by  stock  transfer. 
While  exceptions  to  this  policy  could  be  obtained  through  seeking  special 
advisory  rulings,  the  ruling  sought  by  providers  could  not  be  relied  upon 
when  it  later  appeared  that  the  transfer  facts  described  in  the  ruling  did 
not  correspond  to  what  actually  took  place  (the  owners  had,  in  fact, 
transferred  a  50%  interest  to 

a  cook  at  the  home,  a  fact  unknown  to  the  Commission  when  it  issued  its 
advisory  ruling) .  In  reaching  this  decision  the  Division  relied  heavily  on 
the  fact  that  the  provider,  knowing  of  the  change  in  circumstances,  had 
never  advised  the  Commission  or  sought  an  additional  advisory  ruling. 
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Ambulatory  Care  and  Schools 

A  case  which  had  been  pending  for  sane  years  before  the  Division 
resulted  in  a  final  decision  favorable  to  the  provider  after  both  sides 
agreed  that  the  original  decision  rendered  by  the  Division  in  1978  should 
be  vacated  see  Medicab  of  Mass.  Bay,  Inc.  vs  RSC,  HD-401  (RSC)  1253.  In 
the  earlier  decision,  a  hearing  officer  had  ruled  illegal  a  Commission 
regulation  setting  a  class-based  rate  for  ambulance  and  chair  car  providers 
and  ordered  the  Commission  to  set  an  individual  cost-based  rate  for 
appellant  (Medicab  of  Mass.  Bay,  Inc.).  The  Commission  refused  to  follow 
the  decision  (rendered  before  the  Supreme  Judicial  Court's  1979  ruling  in 
Cliff  House  making  such  decisions  final  rather  than  recommended)  and 
Medicab  appealed  the  Commission's  failure  to  set  its  rate  according  to  the 
decision.  The  parties  then  agreed  to  have  the  matter  reheard  by  the 
Division  as  an  "as-applied"  case  rather  than  an  attack  on  the  validity  of 
the  regulation. 

The  decision  resulting  from  the  second  hearing  has  now  been  sent  by 
both  parties  to  the  Superior  Court  for  further  judicial  review.  The 
Commission  contends  that  the  Division  abandoned  its  own  customary  rules 
regarding  burden  of  proof  and  weight  of  evidence  in  allcwing  the  provider's 
full,  actual  costs.  The  provider  appeals  the  Division's  failure  to  award 
attorney's  fees. 

A  growing  number  of  special  needs  schools  challenged  the  Corrission's 
rates  in  cases  decided  by  the  Division  during  the  last  fiscal  year.  In 
Maple  Valley  School  vs.  RSC,  HD-5508  the  school  successfully  challenged  an 
informationa.1  bulletin  of  the  Commission  purporting  to  explain  an  ambiguity 
in  one  of  irs  own  regulations.  Despite  the  Commission's  argument  that  its 
regulation  was  ambiguous  and  required  further  clarification,  the  .Magistrate 
concluded  that  the  regulation  was  clear  and  that  the  bulletin,  which  had 
not  been  the  subject  to  a  public  hearing,  was  without  effect. 

Another  school  challenged  the  Commission's  decision  to  exclude  rental 
payments  from  the  calculation  of  allowable  costs.  The  provider  was  under  a 
contract  to  manage  the  school  at  the  time  that  the  rental  arrangement  was 
entered  into,  yet  alleged  that  it  was  not  "related"  to  the  lessor  and  thus 
free  to  "negotiate"  a  rental  figure  three  times  the  lessor's  costs.  The 
Magistrate  agreed  with  the  provider.  The  matter  is  now  on  appeal  to  the 
Superior  Court.  See  IFFI,  Inc.  vs.  RSC  HD-5559.  Rental  payments  were 
disallowed  between  admittedly  related  parties  in  Valleyhead  School,  Inc. 
vs.  RSC  HD-5213.  Here  the  principals  of  the  corporation  operating  the 
school  were  also  the  lessors  of  the  property.  The  Division  rejected  the 
School's  claim  that  the  regulations  are  invalid  in  that  they  fail  to  employ 
a  "fair  market  value"  analysis  to  rent.  Denying  the  provider's  motion  for 
reconsideration,  the  Magistrate  observed  the  provider's  motion  that 
"Regulations  are  accorded  great  deference  and  will  be  considered  valid  if 
they  have  a  reasonable  relation  to  the  goal  advanced  by  the  statute . . .  the 
related  party  rent  regulations  are  reasonable  and  adequate  rates  while 
keeping  the  integrity  of  the  public  purse."  HD-5213,  at  2.  The  provider 
has  appealed  this  decision  to  the  Superior  Court. 

In  Little  People ' s  School  vs.  RSC,  HD-4523,  related  party  costs  for 
teachers'  salaries  were  disallowed  after  a  "prudent  buyer"  analysis  ordered 
by  the  Magistrate  demonstrated  that  the  provider's  claimed  costs  were  not 
prudently  incurred.  The  provider  has  appealed  this  decision  to  the 
Superior  Court. 
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Finally,  in  Eagleton  School  vs.  RSC,  HD-5386  a  Magistrate  ruled  that 
even  though  the  provider  had  not  provided  docunientation  required  by  the 
Commission  before  it  could  set  a  rate,  and  despite  a  showing  that  actual 
expenditures  fell  below  the  rate  set  by  the  Cbirmission,  all  claimed  costs 
were  allowable.  The  matter  is  now  on  appeal  to  the  Superior  Court. 

Hospitals 

This  year  decisions  of  note  regarding  hospitals  were  the  following: 

Grover  Manor  Hospital  vs.  Rate  Setting  Commission,  HD-5888-92, 
HD-5824.  In  all  of  these  consolidated  cases  the  provider  had  waited  more 
than  30  days  to  appeal  rates  filed  with  the  Secretary  of  State.  The 
Commission  moved  to  dismiss  all  of  them,  citings  the  time  elapsed  between 
the  filing  of  the  rates  and  the  receipt  by  the  Division  of  timely  notice  of 
claim  of  appeal.  The  Division  agreed  with  the  Commission  regarding  four  of 
the  appeals,  observing  that  it  has  no  discretion  to  waive  the  thirty  day 
limitation  on  the  filing  of  an  action.  However,  the  Division  ruled  that 
one  of  the  complaints  fell  with  the  statutory  period,  even  though  it  did 
not  conform  to  the  requirements  of  the  Standard  Adjudicatory  Pules  of 
Practice  and  Procedure  (appellant's  properly  drawn  complaint  in  that  matter 
was  not  filed  until  well  after  the  statutory  period  had  run,  but  it  had 
filed  a  proper  notice  within  30  days) . 

In  Farren  Memorial  vs.  RSC,  HD-5230,  the  Division  upheld  the 
Commissior. ' s  denial  of  an  adrrunistrative  adjustment  to  a  hospital  which  had 
sought  relief  on  the  ground  that  the  fall  foliage  season  and  the  presence 
of  schools  and  colleges  in  the  area  caused  "seasonal  fluctuations"  in  its 
population,  thus  entitling  it  to  "individualized  consideration"  of  its 
costs.  The  request  for  adjustment  was  filed  two  days  before  the  end  of  the 
hospital's  fiscal  years,  and  the  hospital  sought  relief  retroactive  to  the 
beginning  of  the  FY  1982  fiscal  year.  The  Magistrate  found  that  jo  policy 
to  give  such  adjustments  existed  upon  which  Farren  could  reasonable  rely 
and  that  Farren 's  evidence  regarding  the  impact  of  alleged  population 
shifts  was  insubstantial. 

Another  FY  1982  rate  was  successfully  challenged  in  Melrose-Wakefield 
Hospital  vs.  RSC  HD-4632  where  the  provider  was  able  to  secure  relief  from 
the  Division  on  its  wage  parity  claim  on  the  basis  of  proof  that  its 
circumstances  were  extraordinary  enough  to  justify  raising  salaries.  The 
provider's  success  in  this  matter  -ay  be  due,  at  least  in  part,  to  the 
Magistrate's  willingness  to  consider  proof  that  the  hospital  had  received 
relief  for  these  salary  costs  under  the  Commission's  hospital  charge 
control  program. 

A  challenge  based  on  the  Commission's  failure  to  grant  administrative 
relief  to  Salem  Hospital  was  quickly  turned  down  by  the  Division  upon  proof 
by  the  Commission  that  the  provider  had  never  sought  adrnini str ati ve  relief 
at  the  Commission.  The  Division,  relying  on  Woodland  Estates  v.  Rate 
Setting  Commission,  15  Mass.  App.  297  (1983)  ,  held  that  it  could  not 
include  Salem's  claimed  expenses  where  Salem  had  not  first  asked  the 
Commission  to  include  them.    The  provided  has  appealed. 

Finally,  in  the  sole  decision  affecting  the  Commission's  change 
control  program  to  come  down  in  FY  1984,  the  Division  ordered  the 
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Commission  to  approve  a  gross  patient  service  revenue  figure  (GPSR)  which 
had  been  achieved  by  increasing  the  listed  price  of  a  single  test  to  six 
million  dollars.  The  hospital  conceded  that  it  had  no  intention  of 
charging  anyone  for  this  test.  Notwithstanding  this  evidence,  the  Division 
concluded  that  the  Commission's  regulations  permitted  approved  GPSR  to  be 
calculated  in  this  manner  and  ordered  the  Corrmission  to  approve  the  revenue 
projection.    The  matter  has  been  appealed  by  the  commission 

(I)  Administration 

The  administration  of  the  day-to-day  operations  of  the  Commission  are 
directed  by  the  Executive  Secretary.  Included  in  this  activity  are  the 
following  services: 

(1)     Information  Services: 

Information  services  encompasses  a  wide  variety  of  activities  such  as 
data  gathering  and  preparation  of  written  reports  as  required  by  the 
Governor,  the  Executive  Office  of  Human  Services,  the  Executive  Office  For 
Administration  and  Finance, and  the  Legislature;  servicing  requests  for 
public  information  from  a  wide  variety  of  seekers  under  the  Freedom  of 
Information  Acts;  and  responding  to  inquiries  from  the  news  media.  This 
activity  includes  maintaining  an  inhouse  library  and  clipping  service  to 
keep  Commission  staff  abreast  of  the  latest  happenings  in  the  health  care 
industry  in  the  Commonwealth  and  in  the  nation. 

A  second  information  operation  is  a  subscription  service  instituted  to 
improve  the  flow  of  standard  requests  for  information  on  ongoing  Connission 
business,  For  an  annual  fee,  the  Commission  regularly  sends  subscribers 
information  on  public  hearings,  copies  of  proposed  and  promulgated  regu- 
lations, advisory  rulings,  and  a  copy  of  the  annual  report.  The  service 
eliminates  the  necessity  for  interested  parties  to  be  in  constant  touch 
with  the  Commission  in  search  of  this  information.  There  are  piesently  154 
individuals  and  organizations  subscribing  to  this  service. 

The  Commission  also  maintains  an  Interested  Party  List  which  is  up- 
dated each  year.    Interested  parties  are  sent  notices  of  public  hearings. 
Any  Party  desiring  to  become  a  Subscriber  or  Interested  Party  should  send  a 
formal  request  to  the  Executive  Secretary.    Currently  30  organizations  and 
individuals  use  this  service. 

2. Personnel  Services  -  Thomas  Abbott,  Personnel  Manager 

(a)  With  the  passage  of  Chapter  234  of  the  Acts  of  1983,  the  Fiscal 
Year  1985  budget,  the  Commission  was  able  to  continue  the  implementation 
phase  of  the  transfer  of  all  Blue  Cross  funded  Commission  operations,  to 
state  funding,  Section  5,  Chapter  176A,  G.L.  Planning  for  state  takeover 
had  begun  in  August  1982  with  the  submission  of  the  (Commission's  initial 
budget  for  FY  1984.  This  takeover  marked  the  first  time  in  known  history 
that  a  state  agency  had  absorbed  a  non-government  funded  entity.  The 
extensive  amount  of  time  and  effort  in  ground- laying  work  resulted  in  a 
smooth  transition  with  thirty-six  Blue  Cross  employees  on  December  31,  1983 
becoming  State  employees  on  January  1,  1984,  followed  through  fiscal  year 
1985  with  the  transfer  of  the  remaining  thirty  Blue  Cross  employees  to  the 
Commission. 
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Much  work  and  effort  went  into  this  takeover  effort.  The  cooperation 
and  assistance  of  the  Executive  Office  of  Human  Services,  the  General 
Court,  through  the  Committees  of  Ways  and  Means  of  both  the  House  and 
Senate,  Blue  Cross  of  Massachusetts,  Inc.  ,  the  Office  of  Employee 
Relations,  the  Department  of  Personnel  Administration,  and  the  National 
Association  of  Government  Employees  has  been  invaluable. 

(b)  As  a  result  of  the  Agreement  between  the  State  and  N.A.G.E.  Unit 
1,  the  Commission  was  able  to  publicly  recognize  Maria  Chin,  principal 
clerk  in  the  Bureau  of  Educational,  Social,  and  Mental  Health  Services,  and 
Eduarda  Vieira,  Head  Clerk  in  Administration  for  their  exceptional  service 
during  the  year. 

(c)  The  Commission  continued  its  strong  commitment  to  Affirmative 
Action  in  Fiscal  Year  1985.  The  percentage  of  women  members  of  staff  was 
53.9%  as  of  June  30,  1985.  Out  of  a  workforce  of  141,  28(19.9%)  were 
minorities . 

(3)    Financial  Services 

On  July  1,  1983,  Governor  Dukakis  signed  into  law  Chapter  233,  An  Act 
to  Provide  A  Revenue  Enforcement  And  Protection  Program  for  the 
Commonwealth.  Section  2,  requires  the  Commission  to  annually  assess  all 
acute  hospitals  for  its'  estimated  expenses. 

Revenue  received  from  all  sources  in  fiscal  year  1985  was  5,301,485. 

(4)  Qrher  Administrative  Activities 

(a)  The  Commission  continued  its  successful  CP. A.  training  program 
of  a  few  years  ago.  The  program  encourages  employees  to  take  a  CP. A. 
training  course  of  study  to  prepare  them  for  the  CP. A.  exam.  The 
Commission  also  assists  those  employees  who  are  C.P.A.s  and  P.A.s  to  meet 
their  annual  continuing  professional  education  licensure  require-Tent .  In 
fiscal  year  1985,  eleven  employees  took  the  exam. 

(b)  The  Commission  for  the  past  thirteen  years  has  encouraged 
employee  participation  in  the  Massachusetts  State  Employee  Blood  Donor 
Program.  In  Fiscal  Year  1985,  there  were  nineteen  five-time  donors.  In 
all,  the  employees  donated  155  pints  of  blood.  The  employee  sponsored 
program  has  been  directed  for  the  past  thirteen  years  by  Theresa  Brutza,  of 
the  Bureau  of  Long  Term  Care. 

(d)  Under  the  leadership  of  key-person,  Vincent  Traina,  of  the  Bureau 
of  Long  Term  Care,  the  Commission's  United  Way  Campaign  once  again  exceeded 
its  goal.  Contributions  surpassed  $4,300,  an  increase  of  53%  over  the 
previous  year.  The  number  of  employees  contributing  rose  from  59%  if  FY '84 
to  73%  in  FY' 85. 

(5)  Employee  Recognition 

In  March,  James  E.  Sullivan,  Director  of  the  Bureau  of  Long  Term  Care, 
was  notified  by  the  Robert  K.  Byron  Committee  of  his  selection  as  the 
second  recipient  of  the  Robert  K.  Byron  Memorial  Award.    The  Award  is  given 


62 


annually  in  memory  of  Bob  Byron,  former  General  Counsel  of  the  Department 
of  Public  Health. 

The  Award  is  given  to  that  state  employee  who  best  exemplifies 
competence,  integrity,  selflessness  and  dedication  to  public  interest.  It 
is  awarded  annually  to  an  outstanding  public  servant  who  does  not 
ordinarily  receive  public  recognition. 

III.  COORDINATION  OF  COMMISSION'S  RATE-MAKING  AUTHORITY  WITH  RULE-MAKING 
AUTHORITY  OF  OTHER  AGENCIES 

(a)  The  Commission  recognizes   the   importance  of  coordination  its 
rate-making  responsibilities  with  the  rule-making  responsibilities  of  other 
agencies.    The  Commission  has  established  at  least  three  goals  in  its  re- 
relationships  with  other  agencies: 

(1)  The  Commission  should  use  its  authority  to  assure  that  standards 
established  by  regulatory  agencies  can  be  achieved,  or  at  least 
that  Commission  regulations  do  not  prevent  providers  from 
complying  with  duly  established  standards. 

(2)  The  Commission  should  use  its  authority  to  support  program 
objectives  of  purchasing  agencies. 

(3)  The  Commission  should  use  its  authority  to  complement  or  support 
the  regulatory  responsibilities  of  other  agencies  and,  wr.ere 
feasible,  help  to  enforce  regulatory  decisions  made  by  trie 
ocxxietent  authority. 

(b)  All  three  goals  characterized  in  the  Commission's  relations  with 
otner  state  agencies  during  Fiscal  1983. 

(1)    The  Commission  has  made  it  a  practice  to  assure  in  its 
regulations  that  a  provider  will  receive  adequate  reim- 
Dursement  to  satisfy  licensure  and  other  standards  promulgated 
by  state  and  federal  agencies.    For  example,  Commission 
regulations  providing  for  cost-related  reimbursement  to 
institutional  providers  (specifically  hospitals,  long  term  care 
facilities,  and  child  care  agencies)  contain  allowances  for 
providers  to  receive  adjustments  in  excess  of  established  rates 
of  in  excess  of  cost  ceilings  contained  in  the  pertinent 
regulation  where  the  excess  costs  incurred  are  a  function  of 
licensing  standards,  whether  imposed  by  the  Department  of  Public 
Health  or  the  Office  for  Children. 

Within  this  general  objective,  however,  two  issues  emerge.  First, 
the  Commission  reserves  the  right  to  determine  the  reasonableness 
of  the  expense  incurred  in  satisfying  licensing  requirements. 
That  is,  it  feels  obliged  to  ask  whether  the  amount  expended  by 
the  provider  was  appropriate  to  achieve  the  mandated  result.  In 
this  context,  the  Commission  usually  follows  the  accounting 
requiring  that  the  expenditure  occur  before  allowing  it  to  be 
recoup led  in  reimbursement  rates.  In  this  way,  there  is 
greater  control  over  the  appropriateness  of  the  amount  of 
the  expenditure. 
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The  second  issue  involves  the  capacity  of  the  licensing 
agency  to  conduct  inspections  to  provide  information 
necessary  to  support  an  adjustment  to  the  rate.  For 
example,  the  Conrnission's  regulation  on  long  term  care 
facilities  permits  adjustments  where  additional  nursing 
hours  are  needed  for  patients  in  Level  III  facilities. 
However,  unless  the  Department  of  Public  Health  has 
sufficient  manpower  to  inspect  Level  III  facilities 
and  certify  the  appropriate  level  of  nursing  needs,  the 
provider  will  not  have  an  adequate  basis  to  support  an 
adjustment  request.    Such  a  situation  highlights,  from 
the  Commission's  point  of  view,  the  need  to  ensure  that 
regulatory  agencies  have  sufficient  resources  to  fulfill 
their  statutory  duties.    Only  on  this  basis  can  the  Com- 
mission responsibly  assure  that  rates  will  permit  providers 
to  satisfy  established  standards. 

(2)  The  Commission  does  not  consider  itself  an  agency  with 
direct  program  responsibilities.    Decisions  as  to  the  nature 
of  the  program  purchased  from  providers  rest  with  the  pur- 
chasing agency,  whether  it  be  clinical  services  purchased  by 
the  Department  of  Public  Welfare  or  residential  treatment 
programs  supported  by  the  Department  of  Youth  Services.  The 
Camiission '  s  responsibility  is  to  design  a  reimbursement 
methodology  which  supports  and  furthers  the  program  ob- 
jectives of  the  purchasing  agency. 

In  this  role,  Commission  staff  necessarily  works  closely 
with  staff  of  the  purchasing  agency  to  understand  program 
intent  and  to  design  compatible  reimbursement  methodologies. 
Examples  of  the  often  very  close  and  continuous  relation- 
ships that  exist  are  the  collaborative  efforts  that  have 
produced  the  regulations  governing  pharmacy,  family  planning 
services,  and,  homemaker  services,  as  well  as,  change  in  the 
Commission's  long  term  care  facility. 

(3)  During  Fiscal  Year  1983,  the  Commission  maintained  its 
strong  responsive  relationship  with  other  agencies,  with 
providers  of  services,  and  with  consumer  oriented  organi- 
zations . 
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APPENDIX  A 

REGULATIONS  AND  AMENDED  REGULATIONS 
PROMULGATED  DURING  FISCAL  YEAR  1985 


BUREAU /REGULATION  TITLE  DATE  ADOPTED 

Bureau  of  Ambulatory  Care 


114. 

3 

CMR 

4.00 

Rates  of  Payment  for  Mental 
Health  Services  Provided  in 
CcffTrnunity  Health  Centers  and 
Mental  Health  Centers 

7/12/84 

114. 

3 

CMR 

16.00 

Surgery  and  Related  Anesthesia 
Care 

7/12/84 

114. 

3 

CMR 

27.00 

Ambulance  Services 

' 7/26/84 

114. 

3 

CMR 

31.00 

Prescribed  Drugs 

7/26/84 

114. 

3 

CMR 

14.00 

Dental  Services 

8/10/84 

114. 

3 

CMR 

39.00 

Rehabilitation  Clinic.  Services 
Audio  logical  Services,  Restorative 
Services 

8/23/84 

114, 

^ 

CMR 

26.00 

Pediatric  Care 

9/20/84 

114. 

3 

CMR 

3.00 

Home  Health  Agency  Services 

10/04/84 

114. 

3 

CMR 

7.00 

Psychiatric  Day  Treatment  Center 
Services 

10/04/84 

11^  . 

CMR 

11.00 

Homemaker/Hbme  Health  Services 

11/15/84 

114. 

3 

CMR 

16.00 

Surgerv  and  Related  Anesthesia 
Care 

11/29/84 

114. 

3 

CMR 

24.00 

Private  Duty  Nursing  Care 

11/29/84 

114. 

3 

CMR 

32.00 

Oxygen  and  Respiratory  Therapy 
Equipment 

2/07/85 

114. 

3 

CMR 

6.00 

Mental  Health  Centers 

2/21/85 

114. 

3 

CMR 

10.00 

Adult  Day  Care  Services 

2/21/85 

114.3 

CMR 

9.00 

Independent  Living  Services 

3/07/85 

114. 

3 

CMR 

22.00 

Durable  Medical  Equipment 

5/30/85 

114. 

3 

CMR 

28.00 

Psychology  Services 

6/13/85 

65 


114.3  CMR  11.00  Homemaker/Home  Health  Agencies 

Bureau  of  Educational,  Mental  and  Social  Services 


114.4  CMR  5.00 
114.4  CMR  8.00 

114.4  CMR  9.00 

114.5  CMR  7.00 

114.5  CMR  6.00 

Administration 
114.5  CMR  2.00 


Day  Care  Center  and  Protective 
Day  Care  Programs 

Voucher  Payments  for  Day  Care 
Services 

Accommodations,  Standard  Purchase 
and  Sub-Purchase  Programs 

Rates  for  Early  Intervention 
Program  Services 

Rates  for  Certain  Alcoholism 
Programs 


Disclosure  of  Hospital  Casemix 
and  Charge  Data 


Bureau  of  Long  Term  Care  Facilities 


114.:  CMR  2.00 
114.2  CMR  4.00 
114.2  CMR  3.00 

114.2  CMR  2.00 

Bureau  of  Hospitals 
114.1  CMR  22.00 


114.1  CMR  5.00 


Rates  of  Payment  to  Long  Term 
Care  Facilities 

Rates  of  Payment  to  Resident  Care 
Facilities 

Prospective  Rate  Determination 
for  Intermediate  Care  Facilities 
for  Mentally  Retarded  (ICF/MR) 

Rates  of  Payment  to  Long  Term 
Care  Facilities 


System  for  Review  and  Approval 
of  Fiscal  Year  1986  Hospital 
Charges  and  New  Charges  for 
Non-Acute  Hospitals 

Prospective  Rate  and  Charge 
Determination  for  Health  Care 
Facilities  Operated  by  the 
Department  of  Public  Health, 
Department  of  Mental  Health, 
Counties  of  the  Commonwealth 
and  Soldiers'  Homes 


6/28/85 

7/26/85 
7/26/85 
1/10/85 
1/10/85 
1/10/85 


2/21/85 


.1/15/84 
1/01/85 
3/27/84 

2/21/85 


7/23/85 


7/26/85 
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114.1  CMR  25.00 


114.1  CMR  3.00 


Review  of  Acute  Hospital  Charges 
and  for  Determination  for  Acute 
Hospitals  of  Approved  Gross  Patient 
Service  Revenue  and  Medicaid  Rates 
of  Payment  114.1  CMR  25.00 
of  Acute  Hospital  Charges 
and  for  Determination  for  Acute 
Hospitals  of  Approved  Gross 
Patient  Service  Revenue  and 
Medicaid  Rates  of  Payment 

Prospective  Inpatient,  Outpatient 
and  We 11 -Newborn  Rate  Determination 


9/27/85 


Review 
9/27/85 


10/04/85 


114.1  CMR  6.00 
114.1  CMR  27.00 


Industrial  Accident  Rate  12/13/84 
Determination 

Review  and  Approval  of  Exception  3/07/85 
Requests  and  Base  Year  Adjustments 
Pursuant  to  Hospital  Agreement, 
HA-30 


114.1  CMR  24.00  Fee  Determination  for  Residential  2/05/85 

Alcoholism  Treatment  Programs 
Operated  by  the  Department  of 
Public  Health 

114.1  CMP  25.00  Review  of  Acute  Hospital  Charges  5/25/85 

and  for  Determination  for  Acute 
Hospitals  of  Approved  Gross 
Patient  Service  Revenue  and  Medicaid 
Rates  of  Payment 
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APPENDIX  B 

PUBLIC  HEARINGS  HELD  DURING  FISCAL  YEAR  1985 


DATE 

July  18,  1984 

August  8,  1984 
August  24,  1985 

September  4,  1984 

September  4,  1984 
September  24,  1984 

September  24,  1984 

September  24,  1984 

September  28,  1984 

October  5,  1984 

October  10,  1984 
October  15,  1984 

October  16,  1984 
October  20,  1984 

November  30,  1984 


REGULATION 
114.3  CMR  39.00 

114.3  CMR  26.00 

114.1  CMR  25.00 

1114.1  CMR  3.00 

114.3  CMR  3.00 

114.2  CMR  2.00 

114.2  CMR  4.00 

114.1  CMR  6.00 

HA-30 

114.3  CMR  16.00 

114.3  CMR  11.00 

114.2  CMR  3.00 

114.3  CMR  24.00 
114.2  CMR  2.00 

114.5  CMR  7.00 


SUBJECT 

Rehabilitation  Clinic  Services, 
Audiological  Services,  Restora- 
tive Services 

Pediatric  Care 

Review  of  Acute  Hospital 
Charges  and  for  Determination 
for  Acute  Hospitals  of  Approved 
Gross  Patient  Service  Revenue 
and  Medical  Rates  of  Payment 

Prospective  Inpatient,  Out- 
patient and  Well-Newborn 
Rate  Determination 

Home  Health  Agency  Services 

Rates  of  Payment  to  Long 
Term  Care  Facilities 

Rates  of  Payment  to  Resident 
Care  Facili cies 

Inpatient,  Outpatient  Indust- 
rial Accident  Rate  Determin- 
ation 

Proposed  contract  between  Blue 
Cross  of  Massachusetts,  Inc. 
and  Hospitals 

Surgery  and  Related  Anesthesia 
Care 

Homemaker / Home  Health  Services 

Prospective  Rate  Determination 
for  Intermediate  Care 
Facilities  for  mentally 
Retarded  (ICF/MR) 

Private  Duty  Nursing  Care 

Rates  of  Payment  to  Long 
Term  Care  Facilities 

Rates  for  Early  Intervention 
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November  30,  184 
December  4,  1984 

December  12,  1984 

January  3,  1985 

January  9,  1985 

January  17,  1985 
January  17,  1985 
January  29,  1985 

February  1,  1985 
March  20,  1985 
March  20,  1985 

April  8,  1985 

April  29,  1985 
April  29,  1985 

May  9,  1985 


114.5  CMR  6.00 

114.4  CMR  9.00 

114.5  CMR  2.00 
114.3  CMR  32.00 

114.2  CMR  2.00 

114.3  CMR  6.00 
114.3  CMR  10.00 
114.1  CMR  27.00 

114.3  CMR  9.00 

114.3  CMR  24.00 

114.3  CMR  25.00 

114.1  CMR  25.00 

114.3  CMR  22.00 

114.2  CMR  3.00 

114.1  CMR  22.00 


Program  Services 

Rates  for  Certain  Alcoholis 
Programs 

Accommodations,  Standard 
Purchase  and  Provider 
Sub-Purchase  Programs 

Disclosure  of  Hospital 
Case  Mix  and  Charge  Data 

Oxygen  and  Respiratory  Ther 
Equipment 

Rates  of  Payment  to  Long  Te; 
Care  Facilities 

Mental  Health  Centers 

Adult  Day  Care  Services 

Review  and  Approval  of 
Exception  Request  and  Base  ' 
Adjustments  Pursuant  to 
Hospital  Acrreement  HA- 30 

Independent  Living  Services 

Private  Duty  Nursing  Care 

Review  of  Acute  Hospital 
Charges  ar/;  for  Determinatic 
for  Acute  Hospitals  of  Apprc 
Gross  Patient  Service  Revenu 
and  Medicaid  Rates  of  Paymen 

Review  of  Acute  Hospital 
Charges  and  for  Determinatio 
for  Acute  Hospitals  of  Appro 
Gross  Patient  Service  Revenu 
and  Medicaid  Rates  of  Paymen 

Durable  Medical  Equipment 

Prospective  Rate  Determinatii 
for  Intermediate  Care 
Facilities  for  Mentally 
Retarded  (ICF/MR) 

System  for  Review  and  Approv. 
of  Fiscal  Year  1986  Hospital 
Charges  and  New  Charges  for 
Non-Acute  Hospitals 


May  13,  1985 
May  30,  1985 

June  3,  1985 
June  3,  1985 

June  7,  1985 
June  7,  1985 

June  21,  1985 

June  24,  1985 

June  26..  1985 
June  256,  1986 


114.3  CMR  28.00 

114.4  CMR  9.00 

114.3  CMR  3.00 
114.3  CMR  4.00 

114.3  CMR  31.00 

114.5  CMR  7.00 

114.1  CMR  5.00 

114.4  CMP  5.00 
114.4  CMP.  8.00 

114.3  CMR  29.00 
114.3  CMR  27.00 


Psychology  Services 

Accairriodations ,  Standard 
Purchase  and  Provider 
Sub-Purchase  Programs 

Home  Health  Agency  Services 

Rates  for  Community  Health 
Centers 

Prescribed  Drugs 

Rates  for  Early  Intervention 
Program  Services 

Prospective  Rate  and  Charge 
De termination  for  Health  Care 
Facilities  Operated  by  the 
Department  of  Public  Health, 
Department  of  Mental  Health, 
Counties  of  the  CoTtmonwealth 
and  Soldiers'  Homes 

Day  Care  Center  and  Protective 
Day  Care  Programs;  Voucher 
Payments  for  Day  Care  Services 

TEAM  Evaluation  Services 

Ambulance  Ser/ices 
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APPENDIX  C 


ADVISORY  RULINGS  -  1985 


AR-1-85 

AR-2-85 
AP-3-85 


Francis  M.  Adndreol: 


Raymond  A.  McGarrigle 


Sister  C.  Hanlon 


Montrath  Pediatric  Nursing 
Center,  Inc.  Pediatric 
Swimming  Facilities 

Aubrey,  Dixon  arid  McGarrigle, 
Inter st  Limitation 

ELIZABETH  SETON 
Residence  J.  Allowance 
Interest  Paie  to  Motherhouse 
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REFACE 


A  LETTER  FROM  THE  CHAIRMAN 

The  Massachusetts  Rate  Setting  Carrmission  as  we  know  it  today  was 
created  in  1973  by  the  state  legislature  in  an  effort  to  help  control  the 
costs  associated  with  health  and  human  services  in  Massachusetts.  Thirteen 
years  of  experience,  growth,  and  effective  rate-making  has  proved  the 
wisdom  of  that  decision. 

Human  services,  particularly  health  care,  is  one  of  the  state's 
largest  industries.  In  some  manner,  it  touches  almost  everyone  who  lives 
in  Massachusetts.  To  keep  pace  with  the  growing  number  of  services, 
increasing  costs,  and  diversity  of  issues,  the  Commission's  role  as  a 
rate-making  agency  in  recent  years  has  grown  considerably. 

Today,  the  Commission  is  charged  with  the  sole  responsibility  for 
establishing  reimbursement  rates  for  all  medical,  social,  rehabilitative, 
and  education  services  purchased  by  the  Commonwealth.  Through  its 
regulatory  authority,  auditing  operations,  and  contract  approval,  the 
Commission's  findings  and  actions  directly  affect  the  purchase  by 
governmental  units  and  third  party  payors  of  more  than  $7.3  billion  dollars 
worth  of  services.  In  addition,  the  work  of  the  agency  has  a  direct 
bearing  on  thousands  of  health  and  human  service,  long-term  care,  and 
education  providers. 

The  development  of  the  Commission's  authority  has  been  both  timely  and 
deliberate.  Since  1976,  the  Commission  has  been  responsible  for  reviewing 
hospital  budgets  and  limiting  aggregate  hospital  revenues.  In  August  1982, 
the  agency's  mandate  to  control  costs  was  extended  pursuant  to  the  hospital 
cost  containment  legislation  known  as  Chapter  372.  In  October  1985,  the 
Commission  was  given  the  added  responsibility  to  develop  and  implement  the 
state's  "uncompensated  care  pool" — a  reimbursement  mechanism  which  removes 
the  financial  obstacles  faced  by  hospitals  that  serve  poor  populations — 
thereby  ensuring  access  to  health  care.  Also  during  these  years,  the 
agency  experienced  an  increase  in  the  scope  and  volume  of  rate-setting 
activity  associated  with  education,  social  service,  and  purchase-of -service 
programs.  As  these  areas  have  grown,  special  emphasis  has  been  placed  on 
refining  the  analytic  capabilities  of  the  agency. 

For  more  than  a  decade,  the  Commission  has  performed  a  vital  and 
important  service  in  helping  to  shape  and  strengthen  the  economic 
environment  for  health  care  in  Massachusetts.  The  Commission's  initiatives 
have  created  powerful  incentives  to  control  health  care  costs,  to  serve 
uninsured  populations,  and  improve  overall  efficiency.  The  activities  of 
the  agency  also  have  had  a  significant  and  beneficial  impact  on  the  state's 
Medical  Assistance  (or  Medicaid)  Program.  For  example,  the  annual  growth 
in  Medicaid  hospital  expenditures  has  been  more  than  halved  since  1982; 
field  audits  on  long-term  care   facilities  yielded  more  than  $2  million 
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dollars  in  revenue  last  fiscal  year  and  more  that  $10  million  dollars  since 
1983;  and  the  revised  reimbursement  methodology  for  rehabilitation, 
chronic,  and  psychiatric  hospitals  has  provided  these  facilities  with 
consistent  cost-saving  incentives.  In  addition,  through  its  rate-making 
authority,  the  Commission  has  worked  to  help  ensure  access  to  clinics  and 
ambulatory  care  providers,  and  the  agency  collaborated  with  the  Harvard 
School  of  Public  Health  to  develop  and  bring  to  fruition  a  new  model  for 
physician  rates. 

During  Fiscal  Year  1986,  the  Massachusetts  Rate  Setting  Commission 
renewed  its  commitment  to  establishing  "fair,  reasonable,  and  adequate" 
rates.  Equally  important,  the  agency  redoubled  its  effort  to  design  and 
implement  powerful  new  tools  with  which  to  evaluate  public  policy  and  meet 
the  challenges  that  are  of  concern  to  us  all.  Building  on  the  broad  scope 
of  our  rate-making  authority,  the  analytic  services  that  we  provide  to 
state  agencies  and  the  General  Court,  and  the  consultative  process 
necessary  to  responsibly  carry  out  our  mandate,  the  Commission  continues  to 
promote  access  and  the  achievement  of  efficient  service  delivery  through 
innovative  financing  mechanisms. 


Katharine  M.  Pell 
Chairman 
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The  Massachusetts  Rate  Settinq  Corrmission  is  responsible  for  a  number 
of  significant  areas  of  activity. 

Since  1973,  the  Commission  has  had  the  responsibilitv  of  establishing 
fair,  reasonable,  and  adequate  rates  to  be  paid  by  governmental  units  to 
"providers  of  health  care  services"  (G.L.  c.  6A,  s  32)  .  In  addition  to 
medical  services,  the  Commission's  responsibility  has  extended  to  certain 
tvpes  of  accommodations,  as  well  as  to  social,  education,  and  rehabili- 
tative services. 

Under  this  jurisdiction,  durinq  Fiscal  Year  1986  the  Commission 
determined  the  rates  to  be  paid  by  the  Commonwealth  for  a  variety  of 
medical  and  health  related  services,  includinq  the  services  of  hospitals, 
lonq-term  care  facilities,  physicians,  pharmacists,  dentists,  home  health 
agencies,  neighborhood  health  centers,  and  many  other  provider  groups. 
Most  of  the  services  delivered  by  these  providers  were  purchased  bv  the 
Commonwealth  under  the  Medical  Assistance  Program  (Medicaid) ,  a  state  and 
federally  funded  program  administered  bv  the  Massachusetts  Department  of 
Public  Welfare. 

As  noted  above,  in  addition  to  medical  and  health  related  care,  the 
Commission  establishes  rates  for  social,  rehabilitative,  and  educational 
services.  Since  its  inception,  the  Commission  has  been  responsible  for 
setting  rates  for  a  variety  of  child  care  programs.  Durinq  Fiscal  Year 
1986,  services  of  this  type  were  purchased  by  the  Massachusetts  Departments 
of  Education,  Mental  Health,  Public  Health,  Public  Welfare,  and  Youth 
Services  and  by  the  Office  for  Children.  Services  included  (1)  the 
provision  of  traininq,  instruction,  residential  treatment,  support  and  day 
care  for  certain  blind,  deaf,  aphasic,  and  emotionally  disturbed  children, 
and  (2)  the  provision  of  similar  services  for  youthful  offenders.  The 
Commission  also  governs  the  rates  of  payment  for  services  and 
accommodations  purchased  by  the  Massachusetts  Department  of  Elder  Affairs. 

Section  12  of  Chapter  1229  of  the  Acts  of  1973,  greatly  expanded  the 
services  and  accommodations  for  which  the  Commission  was  responsible. 
Effective  July  1,  1975,  the  term  "general  health  supplies,  care,  social, 
rehabilitative,  or  educational  services  and  accommodations"  was  amended  to 
include  all  such  services  that  were  not  previously  subject  to  Commission 
consideration.  Included  in  this  change  were  all  services  purchased  by 
state  agencies  and  local  educational  authorities  pursuant  to  Chapter  766  of 
the  Acts  of  1972,  the  special  education  law. 

The  Commission  was  made  temporarily  responsible  in  July  1975  for  the 
review  and  approval  of  hospital  charge  increases  to  the  general  public, 
through  the  enactment  of  Chapter  424  of  the  Acts  of  1975.  This  respon- 
sibilitv was  made  permanent  and  broadened  through  the  enactment  of  Chapter 
409  of  the  Acts  of  1976,  effective  October  15,  1976.  The  immediate  purpose 
of  this  act,  in  part,  was  to  reorganize  the  health  care  delivery  svstem  of 
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Massachusetts  in  an  eouitable  and  feasible  manner  for  all  citizens  of  the 
Commonwealth.  An  equallv  significant  development  occurred  on  August  10, 
1982  with  the  enactment  of  Chapter  372  of  the  Acts  of  1982,  a 
comprehensive  hospital  reimbursement  plan  for  all  payors.  The  scope, 
provisions,  and  effect  of  Chapter  372  and  its  subsequent  amendments  are 
described  in  detail  in  the  Bureau  of  Hospitals  section  of  this  report. 

During  Fiscal  Year  1986,  the  Commission  had  the  responsibilitv  of 
establishing  fair,  reasonable  and  adequate  charges  to  be  used  by  state 
institutions  for  provided  care,  general  health  supplies,  social, 
rehabilitative  or  educational  services,  and  accommodations  (G.L.  c.  6A,  s 
32.).  Approved  charges  were  based  on  actual  costs  incurred  by  each  state 
institution  reasonably  related,  in  the  circumstance  of  each  institution,  to 
the  efficient  production  or  delivery  of  services  in  each  setting.  Under 
this  authority,  the  Commission  determined  the  rates  to  be  charged  bv  state 
hospitals  operated  by  the  Massachusetts  Departments  of  Mental  Health  and 
Public  Health,  the  Soldier's  Home  of  Massachusetts,  the  Soldier's  Home  in 
Holyoke,  schools  for  the  mentally  retarded,  and  other  facilities. 

The  Commission  also  was  responsible  for  approving  contracts  between 
Blue  Cross  of  Massachusetts  and  providers  of  health  services,  and  for 
approving  rates  and  final  settlements  under  these  contracts  (G.L.  c.  176A, 
s  5.).  Under  this  authority,  the  Commission  approved  Blue  Cross 
participating  and  cooperating  agreements  with  hospitals,  mental  health 
centers,  long-term  care  facilities,  pharmacists,  detoxification  centers, 
health  maintenance  organizations,  and  non-hospital  health  related  support 
services.  In  exercising  this  authority,  particularly  as  it  relates  to 
hospitals,  the  action  of  the  Commission  exerted  a  major  influence  in 
controlling  the  cost  of  premiums  paid  by  Blue  Cross  subscribers. 

The  Commission  also  was  responsible  for  establishing  rates  to  be  paid 
by  commercial  insurance  carriers  for  general  health  supplies  and  care  under 
the  Workman's  Compensation  Act,  administered  by  the  Industrial  Accident 
Board  (G.L.  c.  152,  s  13). 

Finally,  during  Fiscal  Year  1986,  the  Commission  had  the 
responsibility  of  approving  the  estimated  receipts  of  the  City  of  Boston 
related  to  the  provision  of  health  care  services  (Chapter  909  of  the  Acts 
of  1969) .  This  authority  had  a  direct  effect  on  the  tax  rate  of  the  City 
of  Boston,  since,  to  the  extent  the  City's  estimated  costs  for  providing 
health  services  may  be  in  excess  of  the  Commission's  approved  estimate  of 
receipts,  the  differences  must  be  accounted  for  in  tax  levies. 

 Developing  and  Reviewing  Rates 

REGULATIONS 

The  Commission  determines  and  sets  rates  of  reimbursement  through 
promulgated  regulations.  In  many  cases,  particularly  for  non-institutional 
medical  providers,  the  regulation  contains  a  fee  schedule  that  represents 
the  rates  for  services  provided.  With  institutional  providers,  the  rate 
determination    is    in    the    form    of    a    general    regulation    containing  a 
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definition  of  allowable  costs  and  a  process  for  developing  individual  rates 
from  the  allowable  costs. 

In  each  case,  a  public  hearing  is  held  prior  to  the  promulgation  of  a 
regulation  in  order  to  allow  for  input  from  affected  providers,  purchasing 
agencies,  and  the  general  public.  A  notice  of  a  public  hearing  is  filed 
with  the  Secretary  of  the  Commonwealth  and  is  published  in  two  daily 
newspapers  and  the  Massachusetts  Register  prior  to  the  public  hearing. 
Notice  and  copies  of  the  proposed  regulation  are  sent  to  the  Department  of 
Community  Affairs  and  the  Local  Governmental  Advisorv  Committee,  as 
required  by  Executive  Order  145. 

Copies  of  the  notice  of  a  public  hearing  also  are  sent  to  all 
interested  parties.  Additionally,  proposed  regulations  affecting  hospital 
charge  review  for  non-acute  hospitals  are  subject  to  at  least  sixtv  dav 
prior  review  and  comment  by  members  of  the  Hospital  Policy  Review  Board  of 
the  Commission. 

During  Fiscal  Year  1986,  the  Commission  adopted  fifty-six  regulations 
and  conducted  fifty-three  public  hearings.  (Appendix  A  lists  all 
regulations  adopted  during  the  period  July  1,  1985  through  June  30,  1986. 
Appendix  B  contains  a  chronological  listing  of  all  public  hearings  held  by 
the  (Commission  during  Fiscal  Year  1986.)  In  addition,  the  Commission 
adopted  ten  Advisory  Rulings.  The  rulings  were  requested  by  providers  or 
interested  parties  to  clarify  regulatory  situations. 

Regulations  promulgated  in  prior  fiscal  years  remain  in  effect  and 
applicable  unless  replaced  by  later  Commission  regulations. 

RATE  ADJUSTMENTS 

Providers  who  receive  individual  rates  may  apply  for  a  rate  adjustment 
once  the  provider's  individual  rates  have  been  certified.  Applications  for 
adjustment  may  be  made  in  writing  to  the  Commission  by  following  the 
guidelines  established  in  the  relevant  regulation  under  which  the  rates 
were  adopted.  Upon  receipt  of  each  request,  Bureau  staff  conduct  a  timely 
review  of  the  application  for  adjustment  and  the  required  supporting 
documentation,  and  make  recommendations  to  the  Commission  at  a  subsequent 
business  meeting.    All  business  meetings  are  open  to  the  public. 

Examples  of  situations  which,  under  Commission  regulations,  generally 
support  an  adjustment  to  the  rate  originally  certified  by  the  Commission 
include  (1)  subsequent  expenditures,  not  originally  considered  or  forecast, 
are  incurred  by  providers  due  to  the  imposition  of  laws,  licensing 
regulations,  safety  regulations,  or  any  official  requirements  made  by  a 
city,  town,  state,  or  federal  authority;  (2)  unusual  or  unforseen  increases 
in  reasonable  program  operating  costs  occur  as  the  result  of  circumstances 
which  are  beyond  the  control  of  the  provider  and  are  absent  from  the 
inflation  factors  used  to  develop  the  rate  (for  example,  replacing 
equipment  or  facilities  due  to  fire  or  flood,  or  repairing  major  pieces  of 
equipment) ;  (3)  funding  from  external  sources  such  as  grants,  subsidies,  or 
donations  decreases  or  is  terminated;  or  (4)  mechanical  or  clerical  errors 
in  the  calcuation  of  rates  have  been  made  by  Commission  staff. 
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Generally,  if  a  given  situation  is  recognized  as  an  emergency,  in  that 
it  threatens  the  financial  stability  of  a  program,  and  is  substantial  in 
nature,  the  situation  will  be  reviewed  for  a  possible  rate  adjustment 
immediately  by  the  Commission,  provided  that  there  is  sufficient 
documentation.  To  justify  the  adjustment,  sufficient  documentation 
sometimes  includes  the  endorsement  of  the  purchasing  state  agencv. 

RATE  APPEALS 

On  July  1,  1974,  the  Division  of  Hearing  Officers  was  established  as 
an  agency  of  the  Executive  Office  for  Administration  and  Finance  (Section 
3,  Chapter  1229,  Acts  of  1973).  The  name  of  the  agency  was  changed  to  the 
Division  of  Administrative  Law  Appeals  on  March  21,  1984  (Chapter  683  Acts 
of  1983)  . 

The  Division  hears  appeals  from  the  providers  of  services  who  feel 
that  their  rates  of  reimbursement  are  not  fair.  After  a  formal  appeal  has 
been  filed  with  the  Division,  an  administrative  magistrate  of  the  Division 
will  hold  an  adjudicatory  hearing  in  accordance  with  the  Administrative 
Procedures  Act,  G.L.  c.  3 OA.  After  all  relevant  testimony  and  evidence  has 
been  submitted  to  the  assigned  Administrative  Magistrate,  (s)he  then 
prepares  a  written  decision,  which  is  submitted  to  the  Rate  Setting  Commis- 
sion. 

If  the  decision  results  in  a  recommendation  for  a  rate  different  from 
that  originally  certified  by  the  Commission,  the  Commissioners  then  estab- 
lish a  new  rate  based  upon  the  statement  of  reasons.  The  Commission  may, 
however,  return  the  decision  to  the  administrative  magistrate  for  further 
investigation  if  the  Coititiissioners  determine  that  the  hearings  officer's 
statement  of  reasons  is  inadequate  to  determine  a  fair,  reasonable  and 
adequate  rate.  Commission  action  on  a  recommended  decision  is  taken  by 
vote  at  a  bi-weekly  public  meeting  of  the  Commission. 

Should  a  party  still  consider  itself  to  be  aggrieved  bv  a  decision  of 
the  Division  of  Administrative  Law  Appeals,  it  has  thirty  days  from  receipt 
of  such  decision  to  file  a  petition  for  review  in  the  Superior  Court  for 
Suffolk  County. 

Commission  Structure 


COMMISSIONERS 

Pursuant  to  Section  32,  Chapter  6A,  of  the  General  Laws,  as  amended  by 
Chapter  1229  of  the  Acts  of  1973,  effective  July  1,  1974,  the  Commission 
consists  of  three  members  appointed  by  the  Governor.  The  Commission 
consists  of  a  chairman  who  must  have  administrative  experience  and  an 
advanced  degree  in  the  field  of  business  administration,  public 
administration,  or  law.  One  of  the  other  two  members  must  be  a  certified 
public  accountant  and  one  shall  be  a  person  experienced  in  the  field  of 
medical  economics.  A  further  qualification  is  that  no  more  than  two  members 
shall  belong  to  the  same  political  party.  Each  commissioner  is  appointed 
for  a  term  of  three  years.  The  initial  appointments  were  for  staggered 
terms  of  one,  two,  and  three  years. 
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On  July  3,  1974,  Governor  Francis  W.  Sargent  appointed  Stephen  M. 
Weiner  chairman  for  a  term  of  two  years,  Shelby  P.  Mudarri,  CP. A. 
Commissioner  for  a  term  of  one  year,  and  Andrew  H.  Nighswander  commissioner 
for  a  term  of  three  years.  Since  the  initial  appointments,  the  following 
appointments  have  been  made. 

Commissioner  Mudarri,  the  first  Conmission  appointment  by  Governor 
Michael  S.  Dukakis,  was  reappointed  to  a  full  three-year  term  effective 
July  3,  1975. 

Chairman  Weiner  was  reappointed  to  a  full  three-year  term  effective 
July  3,  1976.    Chairman  Weiner  resigned  June  30,  1978. 

Commissioner  Nighswander  was  reappointed  to  a  full  term  effective  July 
3,  1977.    Conmissioner  Nighswander  resigned  December  31,  1977. 

Commissioner  Charles  C.  Stover,  III  was  appointed  by  January  13,  1978 
to  fill  the  unexpired  term  of  Conmissioner  Nighswander. 

Conmissioner  Mudarri  was  reappointed  to  a  full  three-year  term 
effective  July  3,  1978. 

Chairman  Peter  Hiam  was  appointed  October  23,  1978  to  fill  the 
unexpired  term  of  Chairman  Weiner. 

Chairman  Hiam,  the  first  Conmission  appointment  by  Governor  Edward 
King,  was  reappointed  to  a  full  three-year  term  effective  July  3,  1979. 

Conmissioner  Martin  A.  Atkins  was  appointed  September  19,  1980  to  a 
full  three-year  term  effective  July  3,  1980.  Conmissioner  Atkins  replaced 
Conmissioner  Stover  whose  term  had  expired. 

Conmissioner  David  S.  Telegen,  CP. A.  was  appointed  September  3,  1981 
to  a  full  three-year  term  effective  July  3,  1981.  Conmissioner  Telegen 
replaced  Conmissioner  Mudarri  whose  term  had  expired. 

Chairman  Robert  J.  Griffin  was  appointed  July  21,  1982  to  a  full 
three-year  term  effective  July  3,  1982.  Chairman  Griffin  replaced  Chairman 
Hiam  whose  term  had  expired. 

Conmissioner  Katharine  M.  Pell  was  appointed  on  July  13,  1983  by 
Governor  Michael  S.  Dukakis  to  a  full  three-year  term  effective  July  3, 
1983.  Conmissioner  Pell  replaced  Conmissioner  Atkins  whose  term  had 
expired. 

Conmissioner  Mary  Yee  Jong,  CP. A.  was  appointed  August  13,  1984  to  a 
full  three-year  term  effective  July  3,  1984.  Conmissioner  Jong  replaced 
Conmissioner  Telegen  whose  term  had  expired. 

Chairman  Pell  was  appointed  July  19,  1985  to  a  full  three-year  term 
effective  July  3,  1985.  Chairman  Pell  replaced  Chairman  Griffin  whose  term 
had  expired. 

Conmissioner  Thomas  K.  Lynch  was  appointed  August  1,  1985  to  fill  the 
unexpired  term  of  Conmissioner  formerly  held  by  Chairman  Pell. 

Conmissioner  Lynch  was  reappointed  to  a  full  three-year  term  effective 
July  3,  1986. 

EXECUTIVE  SECRETARY 
The  Conmission  shall  appoint  an  Executive  Secretary  who  shall  be 
responsible  for  the  internal  management  of  the  Conmission  and  who  shall 
report  to  the  Conmission.    John  A.  Daley  was  appointed  Executive  Secretary 
on  June  16,  1975. 


COMMISSIONERS  TO  QUALIFY  PUBLIC  OFFICERS 
Executive  Secretary  John  A.  Daley  and  General  Counsel  Pamela  Green 
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were  appointed  Commissioners  to  qualify  to  Public  Officers  bv  Governor 
Michael  S.  Dukakis  on  June  3,  1986 

BUREAUS 

The  Commission  is  authorized  (G.L.  c.  6A,  s  33)  to  establish  such 
bureaus  as  may  be  necessary  to  carry  out  its  duties  including  but  not 
limited  to  a  bureau  of  hospitals  and  a  bureau  of  long-term  care  facilities. 

Bureau  of  Hospitals 
Director:  John  Chapman 

The  Bureau  of  Hospitals  develops  the  rates  of  pavment  for  hospitals 
providing  inpatient  and  outpatient  care  to  publiclv-aided  and  industrial 
accident  patients  as  well  as  charges  to  the  general  public  for  state  and 
county  hospitals.  Additionally,  the  Bureau  is  responsible  for  evaluating 
contracts  between  Blue  Cross  of  Massachusetts,  Inc.  and  hospitals,  and  for 
making  recommendations  to  the  Commission  concerning  these  contracts.  The 
Bureau  audits  all  hospitals,  in  fulfillment  of  its  requirement  to  establish 
public-assistance  rates  and  to  prepare  Blue  Cross  final  settlements. 

The  Bureau  also  reviews  an  estimate  of  the  expected  revenue  for  the 
City  of  Boston's  Department  of  Health  and  Hospitals.  The  revenue 
projection  is  required  by  law  to  be  used  in  the  calculation  by  the  citv  of 
its  annual  tax  rate. 

In  1976,  the  temporary  authority  to  review  charge  increases  and  pro- 
posed new  charges  under  Chapter  424  of  the  Acts  of  1975  was  made  permanent 
pursuant  to  Chapter  409  of  the  Acts  of  1976. 

With  the  passage  of  Chapter  372  of  the  Acts  of  1982,  a  new  hospital 
financing  system  was  established  in  Massachusetts.  The  system  is  a  pro- 
spective budget  and  payment  system  that  institutes  positive  financial 
incentives  into  the  reimbursement  system,  thereby  rewarding  efficient 
hospital  management  and  encouraging  reductions  in  resource  consumption. 

Bureau  of  Long-Term  Care  Facilities 
Director:    James  E.  Sullivan 

The  Bureau  of  Long-Term  Care  Facilities  develops  the  rates  of  pavment 
for  long-term  care  and  residential  care  provided  by  nursing  and  rest  homes 
to  publicly-aided  patients.  The  Bureau  also  develops  the  rates  of  pavment 
for  medical,  social,  and  rehabilitative  care  and  services  provided  to 
publicly-aided  individuals  in  intermediate  care  facilities  for  the  mentally 
retarded  (ICF/MRs) . 

Bureau  of  Ambulatory  Care 
Director:    Miriam  Shark 

The  Bureau  of  Ambulatory  Care  develops  reimbursement  policies  and 
rates  for  community  based  health  care  and  support  services  provided  to 
publicly-aided  and  industrial  accident  patients.  The  programs  providing 
such  care  serve  as  alternative  deliverv  svstems  to  institutions  such  as 
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hospitals  and  nursing  hones.  The  emphasis  is  on  ambulator/  and  home  health 
care . 

The  Bureau  is  responsible  for  establishing  rates  of  payment  for 
services  rendered  to  public lv-aided  and  industrial  accident  patients  by 
individual  practitioners  including  physicians,  dentists,  psvchologists , 
private  dutv  nurses,  restorative  therapists,  and  others.  Additional 
responsibilities  include  rates  for  such  diverse  services  as  drugs,  ambu- 
lances, orthotics,  and  medical  supplies. 

Bureau  of  Educational,  Social  and  Mental  Health  Services 
Director:    Margaret  Keenan 

The  Bureau  of  Educational,  Social  and  Mental  Health  Services  develops 
rates  of  reimbursement  for  social  and  educational  programs  purchased  by 
various  governmental  units.  These  programs  include  all  services  rendered 
to  children  with  special  needs,  residential  programs  purchased  bv  the 
Department  of  Youth  Services,  programs  purchased  under  Chapter  766  (the 
special  education  law)  ,  and  day  care  programs.  The  Bureau  is  also  is 
responsible  for  the  review  and  determination  of  payment  rates  for  certain 
social,  educational,  rehabilitative  and  health  care  services  purchased 
under  contracts  which  are  not  covered  or  regulated  by  any  other  bureaus  in 
the  Rate  Setting  Commission. 

SUPPORT  UNITS 

In  addition  to  the  four  bureaus,  the  Commission  maintains  a  legal 
department  designated  as  the  Office  of  the  General  Counsel,  an 
administrative  support  unit  under  the  Executive  Secretary,  and  a  Bureau  of 
Systems  Development. 

Bureau  of  Systems  Development 
Director:    William  Comer 

In  January,  1984,  the  Commission  merged  all  data  processing  activities 
into  one  bureau.  The  Bureau  was  formed  to  consolidate  the  operations  of 
several  bureaus  into  an  efficient  systems  support  and  development  unit. 

Office  of  the  General  Counsel 

General  Counsel:    Pamela  S.  Green,  Esq. 

The  Commission's  legal  department  is  composed  of  seven  attorneys,  one 
auditor,  and  two  secretaries.  One  of  the  attorneys  works  primarily  on  Blue 
Cross /Commission  legal  matters  and  one  works  primarily  on  hospital  and 
charge  control  matters.  Five  attorneys  handle  a  substantial  proportion  of 
the  hearings  before  the  Division  of  Administrative  Law  Appeals.  The 
auditor  works  with  attorneys  on  pre-hearing  conferences  and  hearinas  on 
appeals  by  long-term  care  facilities.  The  legal  department  in  Fiscal  Year 
1986  handled  litigation  in  the  areas  of  Blue  Cross,  Medicaid,  hospital 
charge  control  and  educational  programs.  In  addition,  the  department  was 
responsible  for  the  monitoring  of  relevant  legislation,  for  appearing  at 
hearings  before  the  Division  of  Administrative  Law  Appeals,  and  for 
providing  general  legal  services  to  the  Commission. 
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Executive  Secretary:  John  A.  Daley 

The  Executive  Secretary  is  responsible  for  the  day-to-day  operations 
of  the  Commission.  Included  in  these  duties  are  personnel,  budget, 
purchasing,  security,  public  information,  and  liaison  with  the  Executive 
Office  of  Human  Services  and  various  agencies  of  government. 


Affirmative  Action 


A  copy  of  the  administrative  action  plan  is  available  for  public 
review  at  the  Commission.  The  plan  was  the  second  plan  approved  by  the 
Office  of  Affirmative  Action.  The  Commission  consistently  meets  its  annual 
goals  in  this  area.  It  maintains  a  strong  commitment  to  eliminating 
discrimination  and  providing  equitable  remedies  for  the  consequences  of  any 
past  discrimination  practices.  This  position  is  consistent  with  the 
explicit  intent  of  Executive  Order  #74  (the  Governor's  Code  of  Fair 
Practices,  1970,  as  revised  and  amended  by  Executive  Order  #116)  and  Title 
VII  of  the  U.S.  Civil  Rights  Act  of  1964,  as  amended  by  the  Equal 
Employment  Act  of  1972. 
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Authority 

As  amended,  G.L.  c.  6A,  s  34A  mandated  the  establishment  of  a  Rate 
Setting  Commission  Hospital  Policy  Review  Board,  consisting  of  two  members 
designated  by  the  Secretary  of  the  Executive  Office  of  Human  Services  and 
nine  members  appointed  by  the  Governor,  two  from  a  list  of  a  least  six 
recommendations  submitted  by  the  Massachusetts  Hospital  Association,  one 
representing  a  teaching  hospital,  and  one  a  non-teaching  hospital;  one 
physician  from  a  list  of  at  least  three  recommendations  submitted  by  the 
Massachusetts  Medical  Society;  a  non-provider  member  of  the  governing  board 
of  a  health  systems  agency  designated  pursuant  to  Title  XV  of  the  federal 
Public  Health  Service  Act;  one  a  non-profit  hospital  service  corporation 
under  Chapter  176A;  one  representing  companies  authorized  to  sell  accident 
and  health  insurance  under  Chapter  175;  and  three  non-providers  with 
knowledge  of  the  delivery  or  financing  of  hospital  services  and  who  must 
represent  the  interests  of  business,  labor,  and  the  elderly,  respectively. 

Purpose 

The  Board  is  charged  to  review  and  make  comments  to  the  Commission 
with  respect  to  proposed  regulations  and  rules  of  the  Commission  issued 
pursuant  to  G.L.  c.  6A,  ss  37-72,  inserted  by  Chapter  409  of  the  Acts  of 
1976,  and  subsequently  by  Chapter  372  of  the  Acts  of  1982,  within  thirty 
days  of  receipt  of  proposed  rules  or  regulations.  It  is  to  report  at  least 
annually  to  the  Governor  and  General  Court,  with  copies  to  the  Joint 
Legislative  Committee  on  Health  Care,  on  its  findings,  opinions,  and 
recommendations  for  legislation. 
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INTRODUCTION 

Responsibilities  of  the  Bureau 

In  accordance  with  the  enabling  statute  of  the  Rate  Setting 
Commission,  the  Bureau  of  Hospitals  was  established  to  administer  hospital 
related  activities  falling  within  the  authority  of  the  Conmission.  To 
carry  out  the  general  hospital-related  legislative  mandate,  the  Bureau  of 
Hospitals  develops  regulatory  policies,  conducts  operational  analyses  of 
hospital  finances,  establishes  information  systems  for  use  by  internal 
staff  and  outside  parties,  and  audits  the  financial  record  of  all 
hospitals.    Specific  responsibilities  assumed  by  the  Bureau  include: 

Participating  in  the  negotiation  and  drafting  of  hospital 
related  legislation; 

►  Establishing  policy  through  regulations;  analyzing  hospital 
budgets,  payments,  and  expenses; 

^  Computing  rates  of  payment  used  by  Medicaid,  non-Medicaid 
government  payors,  and  industrial  accident  payors; 

►  Setting  limits  on  the  level  of  revenues  hospitals  may  generate; 

►  Compiling  an  acute  care  hospital  case  mix  data  base;  and 

►  Auditing  the  financial  and  statistical  data  used  to  calculate 
rates  of  payment. 

The  Bureau  of  Hospitals  has  jurisdiction  over  106  acute  care  hos- 
pitals, and  74  non-acute  hospitals.  The  latter  category  is  distinguished 
by  49  chronic,  rehabilitative,  and  psychiatric  hospitals,  7  state  schools 
for  the  mentally  retarded,  and  18  institutions  operated  by  governmental 
units  such  as  the  Massachusetts  Department  of  Public  Health,  counties  of 
the  Commonwealth ,  and  the  City  of  Boston.  In  aggregate,  the  hospitals 
regulated  by  the  Bureau  generate  approximately  $5  billion  in  revenues. 

Organization  of  the  Bureau 

Up  until  Fiscal  Year  1986,  the  Bureau  of  Hospitals  accomplished  its 
objectives  through  four  units  distinguished  by  function.  The  four  units, 
all  still  in  existence,  include  (1)  the  Program  Development  Unit,  which 
defines  policy  initiatives  and  evaluates  the  aggregate  effects  of  hospital 
payment  systems;  (2)  the  Operations  Unit,  which  analyzes  institutional 
budgets,  resolves  individual  hospital  issues,  and  calculates  rates  of 
payment;  (3)  the  Audit  Unit,  which  conducts  desk  reviews  and  field  audits 
of  hospital  records;  and  (4)  the  Administrative  Support  Unit,  which  manages 
all  the  clerical  needs  of  the  Bureau. 

During  the  latter  part  of  Fiscal  Year  1985,  however,  it  became  clear 
that,  because  the  Bureau  of  Hospitals  had  been  assuming  increasingly 
complex  and  expanded  levels  of  responsibility,  a  greater  commitment  to  data 
processing  resources  would  have  to  be  made. 

The  Program  Development,  Operations,  and  Audit  staffs  make  use  of 
large  amounts  of  data  submitted  by  hospitals.  In  many  cases,  these  reports 
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are  the  only  source  of  information  on  hospital  finances  and  hospital 
statistics  available  in  the  Commonwealth.  To  insure  that  the  data  was 
being  properly  recorded,  and  to  make  better  use  of  the  Commission's  growing 
electronic  capabilities,  the  Bureau  established  a  new  unit  designated  the 
Information  Processing  Unit.  The  unit  monitors  the  receipt  of  all  hospital 
reports,  creates  data  bases  used  by  other  units  and  other  agencies, 
maintains  the  Bureau's  filing  system,  and  manages  a  large  outside  vendor 
contract  for  auditing  the  case  mix  data  that  is  required  of  acute  care 
hospitals.  With  the  addition  of  the  Information  Processing  Unit,  the 
Bureau  has  decreased  the  time  ensuing  between  the  receipt  of  a  report  and 
data  entry,  improved  its  ability  to  maintain  proper  records,  increased  the 
time  devoted  to  analysis  by  the  Operations  staff,  and  developed  adequate 
staff  expertise  to  manage  the  case  mix  audit  contract. 

MAJOR  ACCOMPLISHMENTS  DURING  FISCAL  YEAR  1986 

Scope  of  Accomplishments 

During  Fiscal  Year  1986,  the  Bureau  worked  closely  with  the  hospitals, 
the  Executive  Office  of  Human  Services,  the  Massachusetts  Departments  of 
Public  Welfare,  Public  Health,  and  Mental  Health,  payors,  and  other 
interested  parties,  such  as  business  and  labor,  to  develop  a  new  or 
modified  payment  system  for  each  type  of  institution  regulated  by  the 
Bureau.  Because  existing  systems  had  to  be  maintained  and  monitored  at  the 
same  time  that  new  systems  were  being  studied  and  implemented,  the  working 
environment  of  the  Bureau  was  exceptionally  dynamic  throughout  the  year. 

The  study  of  proposed  systems  was  conducted  simultaneously  with  the 
evaluation  of  existing  systems.  Simulated  data  was  developed  and  recorded 
alongside  actual  data,  and  training  sessions  related  to  Fiscal  Year  1987 
payment  systems  were  coordinated  with  the  on-going  operational  activities 
required  of  the  Bureau. 

This  section  of  the  Annual  Report  will  describe  the  specific 
accomplishments  of  the  Bureau  during  Fiscal  Year  1986,  with  primary 
emphasis  being  given  to  the  system  changes  noted  above.  The  implementation 
of  activities  reflecting  changes  that  occurred  previously  during  Fiscal 
Year  1985  also  will  be  discussed.  Acute  and  non-acute  hospitals  will  be 
considered  separately. 

Acute  Care  Hospitals 

Chapter  574;  Background 

To  understand  revisions  made  to  the  acute  care  system  of  payment  with 
the  passage  of  Chapter  574,  it  is  necessary  to  review  Chapter  372,  the  law 
in  effect  from  October  1,  1982  through  September  30,  1985.  Discussions 
leading  to  the  development  of  Chapter  372  were  spearheaded  by  the  general 
concern  over  hospital-related  cost  increases,  and  the  particular  concern  of 
commercial  insurance  companies  which  have  historically  paid  a  significantly 
higher  rate  than  Blue  Cross,  Medicaid,  and  Medicare  for  the  same  services. 
Because  the  payment  system  in  place  prior  to  Chapter  372  allowed  hospitals 
to    increase    overall    charges    to    reflect    the    expense    of  providing 
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uncompensated  care,  charge  paying  commercial  insurers  were  forced  to  impose 
higher  premiums  and  consequently  were  threatened  with  a  loss  of  market 
share. 

Chapter  372  responded  to  these  concerns  by  legislating  an  all-payor 
system,  which  provided  that  the  liability  of  each  major  payor  in  the 
Commonwealth  be  determined  from  a  uniform  basis  of  payment.  Under  this 
system,  each  payor  contributes  a  proportionate  share  of  the  basis  of 
payment  as  determined  by  the  relative  value  of  charges  incurred  by  the 
payor's  insured  population,  and  by  the  various  principles  of  reimbursement 
accepted  by  each  payor.  In  addition,  the  law  gave  the  Commission  the 
authority  to  control  the  level  of  revenues  generated  by  acute  care 
hospitals  by  adjusting  subsequent  year  charges  to  reflect  instances  of 
over-or-under  generation  in  prior  years. 

To  achieve  the  all-payor  system,  both  the  hospitals  and  the  Medicaid 
program  administered  by  the  Massachusetts  Department  of  Public  Welfare  were 
required  to  secure  a  waiver  from  the  federal  Health  Care  Financing 
Administration.  With  the  approval  of  the  waiver,  Medicare  adopted  for  a 
three-year  period  the  principles  of  reimbursement  established  by  Chapter 
372,  rather  than  those  principles  established  by  its  own  regulations.  In 
fact,  Chapter  372  was  triggered  only  after  approval  of  the  waiver  was 
received  from  the  Secretary  of  Health  and  Human  Services  on  September  30, 
1982. 

Chapter  372  also  mandated  that  existing,  and  all  subsequent,  Blue 
Cross  contracts  be  used  to  determine  the  uniform  basis  of  payment.  By 
authority  granted  under  Chapter  176A,  Section  5  of  the  Massachusetts 
General  Laws,  the  Rate  Setting  Commission  must  approve  all  contracts 
entered  into  by  Blue  Cross  of  Massachusetts,  Inc.  and  all  hospitals,  before 
such  contracts  become  effective.  On  June  30,  1981,  the  Commission  approved 
Hospital  Agreement  29  (HA-29) ,  the  first  prospective  Blue  Cross  contract. 
HA- 2 9  was  approved  for  a  three-year  period  from  October  1,  1981  through 
September  30,  1984.  Thus,  HA-29  had  been  in  effect  for  one  year  prior  to 
the  enactment  of  Chapter  372. 

Under  the  terms  of  HA-29,  and  its  successor  agreement  HA-30,  Blue 
Cross  reimburses  a  hospital  on  the  basis  of  a  Maximum  Allowable  Cost  (MAC) 
formula.  If  a  hospital  spends  less  than  the  MAC  amount,  it  keeps  the 
savings  as  a  reward;  if  a  hospital  spends  more  than  the  MAC  amount,  the 
excess  portion  is  disallowed  and  not  paid.  This  prospective  payment 
methodology  is  in  sharp  contrast  to  the  methodology  of  HA- 2 7  and  HA-28i, 
which  immediately  preceded  HA-29  and  under  which  hospitals  were  paid  for 
virtually  all  costs  incurred. 

Some  significant  features  of  HA-29  and  HA-30  are  as  follows: 

*  Costs  are  determined  prospectively  on  the  basis  of  the  Maximum 
Allowable  Cost  (MAC)  computation.    During  the  year,  Blue  Cross 
pays  the  hospital  a  percentage  of  the  charges  incurred  by  its 
subscribers.    This  percentage  is  the  hospital's  budgeted  cost  to 
charge  ratio  and  is  referred  to  as  a  "payment  on  account  factor" 
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(PAF) .    The  final  liability  of  Blue  Cross  is  determined  at  year 
end  after  the  audit  has  been  performed  and  inflation  and  volume 
changes  have  been  updated.    The  final  settlement  process  compares 
the  final  Blue  Cross  liability,  as  measured  by  the  updated  MAC 
calculation,  to  Blue  Cross  interim  payments  and  calculates  the 
amount  owed  by  or  to  each  hospital. 

►  The  MAC  is  calculated  by  adjusting  prior  year  costs  for 
inflation,  volume  changes,  costs  beyond  control  and  other  defined 
exceptions  to  determine  the  rate  year  MAC.  Fiscal  Year  1981 
actual  audited  costs  served  as  the  base  for  HA-29.    Fiscal  Year 
1984  costs,  as  computed  through  the  MAC  formulas,  serve  as  the 
HA- 30  base. 

►  Under  HA-29,  depreciation  for  buildings,  fixed  equipment,  and 
major  movable  equipment  is  recognized  at  the  cost  of  replacing 
the  asset.    Under  HA-30,  depreciation  is  recognized  on  a 
historical  cost  basis. 

►  Under  HA-29,  acutal  volume  changes  are  adjusted  and  thereafter 
measured  by  a  series  of  formulaic  calculations  designed  to 
encourage  hospitals  to  utilize  outpatient  settings  in  place  of 
more  costly  inpatient  settings,  to  reduce  the  use  of  inpatient 
ancillaries,  and  to  decrease  lengths  of  stay.    Under  HA-30, 
volume  changes  for  most  hospitals  are  measured  with  case  mix 
adjusted  discharges. 

►  Exception  costs  under  HA-29  are  reviewed  by  Blue  Cross  and  the 
Commission  to  insure  that  only  reasonable  and  actual  expenses  are 
allowed.    Under  the  terms  of  HA-29,  a  wide  variety  of  costs  are 
considered  legitimate  exceptions.    Under  the  terms  of  HA-30, 
hospitals  receive  an  automatic  allowance  for  technology,  new 
programs,  and  development  thereby  eliminating  the  need  to  request 
most  exception  costs.    Only  those  costs  related  to  Determination 
of  Need  (DON)  approvals  or  to  extraordinary  circumstances  are 
currently  allowed  as  exceptions.    HA-30  also  shifted  primary 
responsibility  for  the  review  of  exception  applications  from  Blue 
Cross  to  the  Commission. 

^   Bad  debt,  free  care,  and  non-DON  capital  expenses  are  recognized 
at  cost  in  HA-29  and  HA-30.    However,  the  provisions  of  Chapter 
372  also  affect  the  way  in  which  uncompensated  care  is  treated. 

HA-30  became  effective  on  October  1,  1984,  the  first  day  of  hospital 
Fiscal  Year  1985.  Similarly,  the  provisions  of  Chapter  372  mandated  that 
significant  changes  occur  with  the  start  of  hospital  Fiscal  Year  1985. 
These  changes,  delineated  below,  relate  primarily  to  payments  made  for 
uncompensated  care,  working  capital,  and  to  the  way  in  which  revenue  limits 
would  be  established. 

^.  During  the  first  two  years  of  Chapter  372,  Blue  Cross  paid 
hospitals  a  percentage  of  bad  debt  and  free  care  equal  to  the 
percentage  of  Blue  Cross  utilization  in  that  particular  hospital. 
In  Fiscal  Year  1985,  Blue  Cross  pays  for  bad  debt  and  free  care 
at  a  rate  equal  to  its  proportion  of  private  sector  utilization, 
up  to  a  specific  limit  defined  in  the  law. 
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Starting  in  Fiscal  Year  1985,  the  private  sector  pays  a  working 
capital  allowance  determined  by  the  Conmission.  This  allowance 
represents  an  increase  to  the  working  capital  allowance  already 
included  in  base  year  costs. 

In  Fiscal  Years  1983  and  1984,  approved  gross  patient  sen/ice 
(GPSR)  is  the  previous  year's  approved  GPSR  increased  by  the 
percentage  increase  in  the  basis  of  payment.    However,  for 
Fiscal  Year  1983  the  percentage  rate  of  increase  in  basis  of 
payment  is  reduced  by  1.4%  points. 

This  one-time  adjustment  reduces  the  differential  that  has  existed 
between  Blue  Cross  (which  has  essentially  paid  costs)  and  the  charge 
payors  who  historically  have  been  paying  more  than  costs  because 
charges  include  payment  for  bad  debt,  free  care  and  governmental 
program  shortfalls.    This  provision  reduces  the  average  statewide 
differential  between  Blue  Cross  and  the  charge  payors  from 
approximately  10.4%  to  9.0%. 

Beginning  in  Fiscal  Year  1985,  approved  GPSR  is  no  longer  calculated 
using  the  prior  year's  approved  GPSR.    Instead,  the  basis  of  payment 
for  the  current  year,  reduced  by  the  appropriate  productivity  factor 
and  increased  by  a  fixed  differential  becomes  the  approved  GPSR.  The 
fixed  differential  was  determined  by  a  Differential  Study  Commission, 
as  provided  by  Chapter  372.    For  Fiscal  Year  1985,  the  differential  is 
9.0%;  for  Fiscal  Years  1986  and  1987,  it  is  7.5%. 

The  use  of  productivity  factors  is  another  distinctive  element  of 
Chapter  372.  (These  factors  remain  unchanged  in  Chapter  574;  see  "Revision 
to  the  Acute  Care  Payment  System.")  Productivity  factors  are  incorporated 
into  the  calculation  of  the  basis  of  payment  to  reduce  costs  that  in 
theory  have  been  historically  inflated  as  a  result  of  inefficiencies. 

As  the  use  of  productivity  factors  applies  to  Blue  Cross  and  charge 
payors,  the  productivity  factors  are  compounded  from  year  to  year.  In  the 
case  of  Medicaid  and  Medicare,  costs  are  first  reduced  by  the  Blue  Cross 
productivity  factor,  and  then  by  the  appropriate  Medicaid  or  Medicare 
productivity  factor.  The  timetable  for  productivity  adjustments  to  the 
basis  of  payment  varies  according  to  the  type  of  payor  and  as  to  whether 
the  hospital  is  on  an  October  1  or  July  1  fiscal  year  (see  chart  that 
follows) . 
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Schedule  of  Productivity  Factor  Reductions 
Pursuant  to  Chapter  372 


FY 

FY  FY 

FY 

FY 

FY 

FY 

1983 

1984  1985 

1986 

1987 

1988 

1989 

Hospital  Fiscal  Year  10/1  -  9/30 

Private 

2% 

2% 

2% 

1% 

Payors  (100) 

(100)  (98) 

(96.04) 

(94.1192) 

(93.1780) 

Public  2% 

4%  4% 

3% 

2% 

1% 

Payors  (98) 

(96)  (94.08) 

(93.1588) 

(92.2368) 

(92.2462) 

Hospital  Fiscal  Year  7/1-6/30 

Private 

2% 

2% 

2% 

1% 

Payors  (100) 

(100)  (100) 

('98) 

(96.0400) 

(94.1192) 

(93.1780) 

Public  2% 

4%  6% 

5% 

4% 

2% 

1% 

Payors  (98) 

(96)  (94) 

(93.1000) 

(92.1984) 

(92.2368) 

(92.2462) 

Numbers  appearing  in  parentheses  in  the  chart  above  demonstrate  the 
extent  to  which  a  sample  basis  of  payment  of  $100.00  would  be  reduced 
according  to  the  schedule  of  productivity  factors  by  Chapter  372. 


During  the  first  part  of  Fiscal  Year  1986,  the  Bureau  was  heavily 
involved  in  the  development  of  legislation  to  amend  Chapter  372.  This 
process  was  driven  by  the  decision  of  the  acute  care  hospital  industry  to 
forego  applying  for  an  extension  to  the  Medicare  waiver.  Instead,  the 
industry  chose  to  accept  Medicare's  national  principles  of  reimbursement 
known  as  the  Prospective  Payment  System  (PPS) .  PPS  was  designed  to  control 
cost  increases  in  acute  care  hospitals  by  limiting  the  level  of 
reimbursement  hospitals  could  receive  for  different  diagnoses.  In  other 
words,  each  patient  discharged  from  the  hospital  is  identified  by  a 
diagnosis  code.  Attached  to  that  diagnosis  code  is  a  set  level  of  payment 
that  has  been  calculated  on  the  basis  of  an  expected  value  of  resources 
utilized  in  treating  the  patient.  The  hospital  receives  this  set  level  of 
payment  regardless  of  differing  conditions  between  patients.  Since  the 
all-payor  system  established  by  Chapter  372  could  not  continue  without  the 
Medicare  waiver,  ■  interested  parties,  including  the  Commission,  found  it 
necessary  to  negotiate  and  settle  on  a  new  acute  hospital  payment  system. 
Efforts  expended  towards  this  goal  came  to  fruition  on  December  10,  1985, 
when  Chapter  574  was  signed  into  law. 

Chapter  574:    Revisions  to  the  Acute  Care  Payment  System 

Although  the  immediate  purpose  of  designing  a  new  payment  system  was 
to  accommodate  the  loss  of  Medicare's  participation  in  Chapter  372,  the 
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government  of  the  Canrnonwealth,  with  the  Bureau's  supporting  technical 
expertise,  worked  vigorously  to  establish  a  practical  solution  to  the 
problem  of  determining  how  uncompensated  care  costs  should  be  reimbursed. 
The  Commonwealth  sought  to  insure  that  hospitals  with  a  large  proportion  of 
uncompensated  care  would  not  continue  to  be  forced  to  increase  charges 
disproportionately  and  thereby  be  threatened  with  a  loss  of  market  share. 


The  Commonwealth  proposed  the  establishment  of  a  statewide  uncompen- 
sated care  pool  funded  through  a  uniform  add-on  to  approved  charges.  The 
proposal  was  accepted  by  the  negotiating  parties  and  subsequently  approved 
by  the  legislature. 

As  a  result,  hospitals  with  little  bad  debt  and  free  care  are  required 
to  pay  into  the  pool  with  money  reaped  through  increased  charges,  while 
hospitals  with  large  amounts  of  uncompensated  care  receive  funds  from  the 
pool.  The  latter  are  able  to  decrease  charges,  yet  continue  to  cover 
costs.  Under  the  terms  of  Chapter  574,  the  Commission  is  responsible  for 
calculating  each  hospital's  liability  to  the  pool,  while  Blue  Cross 
administers  the  pool  as  the  Commission's  agent. 

Chapter  574  created  other  changes  in  the  acute  care  payment  system. 
To  account  for  the  fact  that  Medicare  would  no  longer  pay  its  proportion  of 
the  uniform  basis  of  payment,  the  state  strongly  recommended  that  the 
drafters  of  Chapter  574  develop  a  method  for  determining  charges  that  would 
protect  non-Medicare  payors  against  cost-shifting.  Such  cost-shifting 
might  have  occurred  through  charge  rationalization  or  through  differential 
changes  in  the  utilization  of  services.  The  recommendations  were  accepted 
and  passed  into  law. 

Similarly,  the  Commonwealth  suggested  language  that  prohibits 
discrimination  against  Medicare  patients  that  might  otherwise  result  from 
the  implementation  of  PPS.  Chapter  574  requires  that  the  Massachusetts 
Department  of  Public  Health  establish  an  advocacy  office  to  evaluate 
admission  and  discharge  practices  and  to  refer  any  questionable  cases  of 
early  discharge  to  the  Attorney  General's  office. 

Two  other  important  features  of  the  new  law  are  the  trigger  provision 
and  the  provision  mandating  the  establishment  of  a  "Study  Commission"  on 
health  care  delivery  and  finance  reform.  The  trigger  clause  stipulates 
that  Chapter  372  and  its  amendments,  which  include  Chapter  574,  will  expire 
at  the  start  of  fiscal  year  1988  if  legislation  defining  the  acute  care 
hospital  payment  system  for  fiscal  years  following  1987  is  not  developed 
and  passed.  If  Chapter  574  expires,  the  pre-Chapter  372  system  will  go 
into  effect.  The  Study  Commission  is  required  to  determine  whether  new 
legislation  should  be  drafted,  or  existing  legislation  continued. 

The  law  also  requires  that  an  advisory  group  to  the  Study  Commission 
be  established  to  investigate  the  needs  of  the  uninsured  and  underinsured. 
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In  addition,  the  advisory  group  will  address  questions  related  to  the 
delivery  of  quality  health  care  in  a  changing  health  care  environment. 

Regulation  114.1  CMR  30.00:  Criteria  for  Credit  and  Collection  Policy  of 
Acute  Care  Hospitals 

Regulation  114.1  CMR  30.00,  which  became  effective  on  July  1,  1986, 
implemented  amendments  to  Chapter  372.  The  amendments  were  incorporated  by 
the  legislature  into  Chapter  347,  which  in  turn  was  amended  and  triggered 
by  Chapter  574.  Chapter  347  states  that: 

"The  Commission  shall  promulgate  regulations  establishing  criteria 
for  hospital  credit  and  collection  policies,  after  consultation 
with  the  Massachusetts  Hospital  Association  and  other  concerned 
organizations  as  identified  by  the  Commission,  to  ensure  that 
hospitals  make  reasonable  efforts  to  collect  payment  for  hospital 
services  prior  to  attributing  those  services  to  bad  debt  or  free 
care . " 

The  purpose  of  114.1  CMR  30.00  is  to  specify  procedures  that  acute 
care  hospitals  must  follow  to  acquire  and  verify  information  regarding 
patients'  financial  resources,  to  notify  patients  of  the  availability  of 
free  care  and  public  assistance,  and  to  define  standards  for  collecting  bad 
debts,  identifying  free  care  accounts,  and  documenting  uncompensated  care 
accounts . 

Specifications  for  the  procedures  are  to  be  presented  to  the 
Cormission  in  a  written  credit  and  collection  policy  that  is  audited  and 
evaluated  by  the  Bureau  of  Hospitals.  The  Conmission  has  the  authority  to 
reject  any  policy  not  meeting  the  requirements  of  the  regulation. 

Although  credit  and  collection  policies  had  been  required  of  hospitals 
prior  to  the  passage  of  Chapter  574,  the  scope  of  the  Commission's 
authority  was  significantly  broadened  by  the  legislation.  Since  the 
Commission  was  required  to  extend  its  •  customary  regulatory  authority  into 
new  areas,  the  development  of  this  regulation  challenged  the  Bureau  and 
industry  alike.  The  process  was  intensified  by  several  other  factors.  As 
already  mentioned  in  this  report,  Chapter  372  provided  that  all  bad  debt 
and  free  care  expenses,  up  to  a  specific  limit,  would  be  paid  for  her  the 
private  sector  beginning  in  fiscal  year  1985.  Private  sector  payors  were 
therefore  motivated  to  encourage  hospitals  to  improve  collection  efforts 
and  to  grant  free  care  only  after  careful  investigation  of  each  individual 
patient's  financial  status.  On  the  other  hand,  consumer  groups  had  become 
increasingly  concerned  about  access  to  quality  health  care  for  the 
indigent.  They  were  therefore  motivated  to  recccmend  that  uncompensated 
care  standards  be" liberalized. 

To  ensure  that  the  Commission  had  complete  information  on  which  to 
base  the  regulation,  prior  to  the  enactment  of  Chapter  574,  the  Bureau  of 
Hospitals  conducted  eleven  workgroup  meetings  comprised  of  representatives 
from  a  wide  variety  of  interested  parties.  These  meetings  resumed  after 
Chapter  574  was  passed,  with  the  audit  of  uncompensated  care  accounts 
providing  the  focus  of  discussion. 
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Although  the  public  meetings  were  initiated  to  provide  Comnission 
staff  with  a  balanced  view  of  the  issues,  it  became  apparent  that  most 
participants  gained  a  greater  understanding  of  the  many  differing 
perspectives  and  ideals  related  to  uncompensated  care  and  thereby,  an 
appreciation  for  the  Bureau's  formidable  mandate. 

The  result  of  these  dynamic  exchanges  and  the  months  of  work  expended 
by  Bureau  staff  to  design  sound  yet  practical  uncompensated  care  policies 
was  a  regulation  incorporating  the  following  major  principles: 

►  Free  care  is  based  upon  an  inability  to  pay  for  services,  while 
bad  debt  is  based  upon  an  unwillingness  to  pay. 

►  An  appropriate  balance  between  accountability,  flexibility/ 
diversity,  and  administrative  burden  is  essential. 

►  Consumers  must  be  fully  aware  of  the  availability  of  free  care 
before  access  can  be  achieved. 

►  Reasonable  collection  efforts  means  that  hospitals  make  serious 
attempts  to  collect  from  those  who  are  able  to  pay  but  do  not 
attempt  to  collect  from  those  who  cannot  pay. 

►  Individuals  who  have  an  inability,  based  on  income,  to  pay  for 
services  should  not  have  the  ownership  of  a  personal  residence  or 
car  present  a  barrier  to  obtaining  hospital  services. 

Following  promulgation  of  114.1  CMR  30.00,  the  Bureau  of  Hospitals 
issued  an  Administrative  Bulletin  to  clarify  the  documentation  requirements 
of  hospitals,  and  the  audit  procedure  to  be  employed  by  the  Commission  for 
bad  debt  and  free  care  accounts.  The  Bulletin  provides  hospitals  with 
specific  guidelines  for  interpreting  the  regulation.  Detailed  descriptions 
of  the  type  of  documentation  expected  of  hospitals  are  included,  and 
desirable  billing,  collection,  and  free  care  determination  procedures  are 
presented . 

Case  Mix  Validation  Project 

As  mentioned  above  in  the  description  of  Chapter  372,  payments  to 
acute  care  hospitals  are  calculated  by  adding  factors  for  inflation, 
volume,  exceptions,  bad  debt,  free  care,  capital,  and  other  minor  expenses 
to  base  year  costs.  During  the  HA- 30  negotiations,  it  was  determined  that 
Fiscal  Year  1984  MAC  costs  would  serve  as  the  base  year  for  the  new 
contract.  Modifications  were  made  to  the  methodology  used  to  compute 
inflation,  and  the  system  of  deterinining  exception  allowances  also  was 
revised. 

Major  changes,  however,  were  made  to  the  way  in  which  volume 
allowances  are  generated.  Under  HA-29,  volume  was  measured  using  days  or 
admissions  as  adjusted  to  create  an  incentive  to  replace  inpatient 
utilization  with  outpatient  services.  Under  HA-30,  the  volume  allowance 
for  most  acute  care  hospitals  is  calculated  using  case  mix  adjusted 
discharges.  This  latter  methodology  recognizes  that  a  more  intensely  ill 
patient  population  utilizes  more  costly  resources. 
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The  contract  also  stipulated  that  case  mix  data  provided  bv  the 
hospitals  would  be  validated  by  an  independent  review  organization  working 
under  the  auspices  of  the  Commission.  Although  the  Commission  has  required 
case  mix  data  from  acute  care  hospitals  since  Fiscal  Year  1983,  the  data 
has  not  been  used  for  payment  purposes  until  Fiscal  Year  1985.  Magnetic 
computer  tapes  submitted  to  the  Commission  on  a  quarterly  basis  are  run 
through  an  edit  program;  error  reports  displaying  invalid  discharge 
information  are  then  generated  and  sent  to  the  hospitals.  This  edit 
process,  however,  is  not  comprehensive  enough  to  ensure  that  the  data  is 
accurate  for  payment  purposes. 

To  carry  out  its  responsibilities  as  defined  in  HA-30,  the  Corrmission, 
through  the  Bureau  of  Hospitals,  developed  a  Request  for  Proposals  (RFP) 
for  providing  the  Commission  with  a  permanent  means  of  testing  a  hospital's 
case  mix  data  for  coding  inaccuracies  and  between-year  data 
inconsistencies.  The  RFP  required  outside  vendors  to  respond  with  a 
description  of  their  qualifications  for  providing: 

►  an  automated  system  with  a  clinical  editor,  which  tests  the 
accuracy  of  case  mix  codes;  a  summary  analysis,  which  targets 
hospitals  for  field  audits;  and  a  preaudit  processing  system, 
which  selects  individual  medical  records  for  code  evaluation; 

►  audit  protocols  for  testing  the  accuracy  and  consistency  of 
medical  record  data;  and 

►  actual  audits. 

Following  a  review  of  all  responses  to  the  RFP  received  by  the 
Commission,  The  Health  Data  Institute  (HDD  was  selected  to  design  and 
implement  each  component  of  the  project.  After  the  selection  process, 
contract  negotiations  with  HDI  were  completed,  and  work  on  the  case  mix 
validation  system  ccmTienced  during  the  last  part  of  Fiscal  Year  1986. 

Operations 

To  properly  implement  the  provisions  of  Chapter  574  and  114.1  CMR 
30.00,  the  Bureau  of  Hospitals  developed  new  procedures  for  computing  the 
allowable  level  of  a  hospital's  non-Medicare  Gross  Patient  Service  Revenue 
(GPSR) ,  for  administering  the  uncompensated  care  pool,  and  for  auditing 
credit  and  collection  policies.  This  work  required  much  coordination 
between  the  Operations,  Program  Development,  and  Information  Processing 
Units  within  the  Bureau  of  Hospitals,  and  between  the  Operations  staff  and 
the  Commission's  Bureau  of  Systems  Development. 

The  Bureau  of  Systems  Development  developed  software  which  generates 
the  non-Medicare  GPSR  in  accordance  with  specifications  designed  by  the 
Operations  staff."  An  audit  program  for  the  review  of  credit  and  collection 
policies  was  developed  and  implemented  such  that  hospitals  were  notified  of 
any  deficiences  well  before  the  start  of  Fiscal  Year  1987.  Furthermore, 
the  Bureau  developed  methodologies  for  computing  required  contributions  to 
the  uncompensated  care  pool,  and  established  procedures  for  notifying 
hospitals  and  Blue  Cross  of  each  institution's  liability. 
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An  additional  major  operational  activity  handled  by  the  Bureau  of 
Hospitals  during  Fiscal  Year  1986  was  the  review  of  exceptions  as  provided 
for  in  HA-30.  Under  HA-29,  the  Commission  was  responsible  for  conducting 
an  oversight  review  of  all  exception  applications  processed  by  Blue  Cross. 
Under  HA-30,  the  Conmission  is  the  sole  reviewer  of  Determination  of  Need 
(DON)  and  extraordinary  exceptions.  All  other  exceptions  are  accommodated 
through  use  of  an  automatic  adjustment  based  on  a  set  percentage  of  each 
hospital's  basis  of  payment.  Throughout  the  year,  the  Bureau  worked  to 
develop  standardized  review  procedures  and  to  complete  the  actual  review 
process . 

The  developmental  work  related  to  the  implementation  of  Chapter  574, 
114.1  CMR  30.00,  and  the  provisions  of  HA-30,  was  conducted  simultaneously 
with  on-going  operations.  During  this  period,  for  example,  Medicaid 
preliminary  settlements  for  Fiscal  Year  1983  were  calculated,  rates  of 
payment  were  computed,  legal  appeals  were  addressed,  and  individual 
hospital  problems  were  resolved. 

Non-Acute  Care  Hospitals 

Regulation  114.1  CMR  28.00;  Systems  for  Review  and  Approval  of  Non-Acute 
Charges,  Publicly  Assisted  Rates  of  Payment,  and  Industrial  Accident  Pates 
of  Payment 

As  a  result  of  the  significant  resources  devoted  to  the  development  of 
Chapter  372  and  its  amendments,  the  Bureau  of  Hospitals  delayed  making 
regulatory  changes  to  the  non-acute  care  hospital  system  until  Fiscal  Year 
1986.  Once  initiated,  however,  a  great  deal  of  work  was  carried  out  by  the 
Bureau  to  design  and  implement  a  more  rationalized  non-acute  hospital 
payment  system.  Regulation  114.1  CMR  28.00,  the  new  non-acute  hospital 
regulation,  became  effective  for  each  hospital  at  the  commencement  of  each 
hospital's  first  fiscal  year  starting  after  September  30,  1985.  The 
provisions  of  the  regulation  are  based  on  experience  gained  from  the  acute 
care  system  under  Chapter  372,  and  take  into  account  the  particular  nature 
of  the  case  mix  typically  found  in  non-acute  care  hospitals.  The 
regulation  applies  to  chronic,  rehabilitative,  psychiatric,  and  public 
hospitals . 

With  the  new  regulation,  the  Commission  implemented  a  number  of  major 
changes  to  the  non-acute  charge  review  and  approval  system.  First,  a  set 
of  base-year  cost  screens  was  developed  to  eliminate  excess  costs  from  the 
base  year.  Because  base  year  costs — with  adjustments  for  inflation,  volume 
exceptions,  and  other  costs — are  "locked  in,"  in  the  Commission's  view,  it 
was  important  to  ensure  that  such  costs  be  reasonable  in  comparison  to 
those  costs  incurred  by  a  peer  group  of  other  similar  hospitals.  A  lack  of 
cost  screens  would  have  resulted  in  serious  inequities  among  non-acute  care 
institutions.  The  cost  screens  are  calculated  using  a  standard  statistical 
methodology  based  on  regression  analysis. 

Second,  compliance  with  approved  gross  patient  service  revenue  (GPSR) 
is  required.  In  the  past,  the  Commission  approved  GPSR  levels,  but  was 
unable  to  take  concrete  action  to  preclude  hospitals  from  overgenerating. 
Under  114.1  CMR  28.00,   the  Bureau  requires  that  each  hospital  submit  a 
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mid-vear  compliance  report  of  total  charges.  If  such  charges  exceed 
allowable  tolerance  levels,  the  hospital  must  modify  its  charge  book  to 
ensure  that  total  charges  for  the  year  will  not  exceed  approved  GPSR. 
Actual  mid-year  volume  is  accounted  for  in  this  calculation. 

Third,  in  computing  base  to  rate  year  inflation  allowances,  the  most 
recently  updated  indices  are  used  for  all  cost  categories.  Under  the  prior 
regulation,  labor  indices  were  not  adjusted  regardless  of  actual  inflation 
experience.  By  adjusting  all  inflation  indices  annually,  hospitals  and 
payors  will  be  assured  that  reimbursable  costs  are  as  close  to  reasonable 
financial  requirements  as  is  practically  possible. 

The  fourth  major  change  relates  to  the  cost  adjustments  allowed  for 
increasing  or  decreasing  volume.  Fixed  and  variable  cost  proportions  have 
been  modified,  and  new  volume  corridors  have  been  instituted.  Corridors 
allow  for  changes  in  volume  without  concomitant  changes  in  reimbursement; 
the  changes  tighten  up  allowable  decreases  in  utilization.  In  general,  the 
process  of  calculating  volume  was  made  much  simpler  with  the  promulgation 
of  114.1  CMR  28.00. 

Another  change  to  the  charge  control  system  affects  those  hospitals 
with  a  charge  pay  mix  less  than  or  equal  to  five  percent.  Under  the  prior 
system,  the  standard  methodology  for  calculating  GPSR  produced  distorted 
results  for  those  hospitals  with  a  small  number  of  charge  paying  patients. 
The  new  formula  ties  the  GPSR  calculation  to  reasonable  financial 
requirements  rather  than  to  charges,  thus  generating  a  figure  that  more 
accurately  reflects  the  actual  requirements  of  the  hospital. 

The  last  major  change  relates  to  the  budget  review  submission  form, 
which  is  completed  by  hospitals  and  then  used  by  the  Commission  to 
determine  allowable  charges.  The  new  form,  the  RSC-410,  is  a  much 
shortened  version  of  the  forms  used  in  prior  years.  These  shortened  forms 
have  simplified  the  administrative  responsibilities  of  both  the  hospitals 
and  the  Commission. 

In  addition  to  the  changes  made  to  the  non-acute  charge  control 
system,  the  Bureau  of  Hospitals  initiated  significant  revisions  to  the 
payment  system  for  publicly-aided,  and  industrial  accident  patients.  The 
systems  in  place  prior  to  the  promulgation  of  114.1  CMR  28.00  were 
basically  replaced  in  their  entirety.  The  major  features  of  the 
replacement  system  are  as  follows: 

►  The  basis  of  payment  used  to  compute  the  liability  of  charge 
paying  patients  is  also  used  for  publicly-aided  and  industrial 
accident  patients. 

►  Rates  of  payment  are  calculated  on  a  prospective  basis. 

►  Charges,  rather  than  per  diems,  are  used  to  determine  the 
liabilities  of  all  payors. 

►  Improved  methodologies  are  used  for  computing  and  assessing  the 
penalties  imposed  on  non-acute  hospitals  that  provide  inappro- 
priate services  to  publicly-aided  patients. 
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►   A  hospital-specific  payment-on-account  factor,  which  is  in  fact  a 
set  percentage  of  charge,  is  used  to  determine  payments. 

The  combined  effect  of  these  changes  creates  a  system  that  reduces  the 
administrative  burden  for  payors,  hospitals,  and  the  Commission; 
strengthens  the  cost-saving  incentives  for  hospitals;  generates  a  strong 
incentive  for  either  placing  patients  in  appropriate  health  care  delivery 
settings  or  taking  official  steps  to  properly  designate  the  non-acute 
institution  according  to  the  type  of  patient  it  serves;  and  rationalizes 
the  system  so  that  payments  made  by  publicly-aided  and  industrial  accident 
payors  reflect  the  actual  type  and  intensity  of  service  received. 

114.1  CMR  29.00:  Rate  and  Charge  Determination  for  Certain  Intermediate 
Care  Facilities  for  the  Mentally  Retarded  Operated  by  the  Department  of 
Mental  Health 

Based  on  recommendations  set  forth  bv  the  federal  regional  office  of 
the  Health  Care  Financing  Administration  (HCFA) ,  the  Bureau  of  Hospitals 
developed  a  new  regulation  governing  rates  of  payment  for  state 
intermediate  care  facilities  for  the  mentally  retarded  (ICF-MRs) ,  which  are 
also  known  as  state  schools.  Under  114.1  CMR  5.00,  the  regulation 
governing  state  schools  prior  to  the  promulgation  of  114.1  CMR  29.00,  these 
institutions  were  reimbursed  on  a  prospective  basis.  Actual  payments, 
however,  tended  to  vary  significantly  from  year  to  year  because  the 
Massachusetts  Department  of  Mental  Health  was  required  to  expend  varying 
amounts  of  money  in  response  to  court-ordered  consent  decrees  intended  to 
improve  facilities  and  services  available  to  the  mentally  retarded. 

Due  to  fluctuating  payments,  approximately  half  of  which  the  federal 
government  pays,  HFCA  recormended  that  a  retrospective  reimbursement 
system  be  developed  for  the  state  schools.  The  Bureau  of  Hospitals  drafted 
such  a  regulation  making  it  effective  July  1,  1986,  the  first  day  of  Fiscal 
Year  1987  for  all  ICF-MRs.  The  regulation  subsequently  was  adopted  by  the 
Commission. 

Operations 

The  promulgation  of  114.1  CMR  28.00  and  114.1  CMR  29.00  necessitated 
that  new  operating  procedures  related  to  non-acute  hospitals  be  developed. 
First,  much  time  was  spent  on  revising  the  reporting  forms  required  of 
hospitals  governed  by  114.1  CMR  28.00.  As  mentioned  earlier,  these  forms 
were  shortened.  Although  the  elimination  of  certain  schedules,  or  portions 
of  schedules,  was  considered  beneficial  to  all  parties,  the  Bureau  of 
Hospitals  had  to  ensure  that  a  balance  between  expediency  and  accuracy  was 
achieved.  Next,  training  sessions  were  held  to  familiarize  staff  with  each 
new  feature  of  the  two  regulations.  Following  these  training  sessions, 
staff  completed  the  review  of  all  applicable  documents  and  developed  rates 
of  payment  for  those  institutions  with  a  fiscal  year  commencing  in  October 

1985.  Public  hospitals  were  maintained  on  the  prior  system  until  July  1, 

1986.  Commission  staff  worked  closely  with  representatives  of  these 
institutions  to  ensure  that  a  smooth  transition  to  the  new  charge-based 
system  occurred  at  the  start  of  Fiscal  Year  1987. 
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Bureau  of  Long-Term  Cape  Faciut;es 


INTRODUCTION 

Responsibilities  of  the  Bureau 

The  Bureau  of  Long-Term  Care  Facilities  sets  rates  of  reimbursement 
annually  for  publicly-aided  patients  and  residents  of  Long-Term  Care  and 
Residential  Care  facilities  and  for  publicly-aided  patients  and  residents 
of  Intermediate  Care  Facilities  for  the  mentally  retarded.  Long-Term  Care 
providers  are  defined  as  those  which  offer  skilled  nursing  care,  intermed- 
iate levels  of  nursing  care,  or  a  combination  of  both.  Residential  Care 
providers,  or  rest  homes,  offer  custodial  care  which  excludes  all  but  a 
minimum  of  nursing  services,  usually  on  a  consultant  basis.  Intermediate 
Care  Facilities  for  the  Mentally  Retarded  ( ICF-MRs )  offer  comprehensive 
health  and  restorative  care  for  mentally- retarded  clients  who  also  often 
have  multiple  physical  handicaps. 

Each  of  the  provider  groups  described  above  has  a  separate,  though 
parallel,  reimbursement  system.  The  method  of  reimbursement  which  is  used 
for  Long-Term  Care  providers  is  retrospective  in  nature.  The  Commission 
initially  establishes  an  "interim  per  diem  rate"  for  each  provider  based  on 
reported  individual,  historical  costs,  and  a  cost  adjustment  factor. 
Subsequently,  a  "final  per  diem  rate"  is  established  by  the  Commission  on  a 
calendar  year  basis.  The  final  per  diem  rate  supersedes  the  interim  rate 
and  a  settlement  then  is  made  to  or  by  the  purchasing  agency. 

Residential  Care  Facilities  and  Intermediate  Care  Facilities  for  the 
Mentally  Retarded  have  per  diem  rates  established  on  a  prospective  basis. 
For  each  provider,  the  prospective  per  diem  rate  is  established  from  an 
historical  cost  report  and  a  cost  adjustment  factor  that  is  added  to  the 
formula.  A  final  settlement,  however,  is  not  necessary  using  the 
prospective  reimbursement  methodology. 

It  also  is  within  the  jurisdiction  of  the  Bureau  of  Long  Term  Care 
Facilities  to  assist  other  state  agencies  with  the  development  of 
reimbursement-related  policy.  For  example,  during  Fiscal  Year  1986, 
Commission  staff  rendered  assistance  to  the  Massachusetts  Department  of 
Public  Health  to  aid  the  Department  in  its  efforts  to  develop  new  criteria 
for  Residential  Care  Facilities.  In  this  instance,  the  initial  planning 
was  begun  for  reimbursement  modifications  intended  to  accommodate  possible 
new  requirements. 

During  Fiscal  Year  1986,  the  Bureau  set  interim  rates  of  reimbursement 
and  final  rates  for  1232  Long-Term  Care  Facilities.  The  Bureau  also 
established  rates  for  a  total  of  373  Residential-Care  Sites  and  84 
Intermediate  Care  Facilities  for  the  Mentally  Retarded. 

Organization  of  the  Bureau 

During  Fiscal  Year  1986,  the  Bureau  of  Long-Term  Care  Facilities  was 
reorganized  to  include  a  Field  Audit  Unit  under  the  direction  of  the  Chief 
Auditor.    This  function  previously  had  been  fulfilled  on  an  intermittent 
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basis  by  the  Operations  Unit.  The  change  reflects  the  Conmission's  ongoing 
commitment  to  maintaining  a  full-tine  field  audit  presence  in  order  to 
insure  the  integrity  of  all  rates. 

The  Operations  Unit  continues  to  perform  desk  audits  for  interim, 
final,  and  prospective  rates.  The  Policy  and  Planning  Unit  develops  and 
coordinates  policy  with  internal  and  external  interested  parties  to  the 
rate-setting  process. 


MAJOR  ACCOMPLISHMENTS  DURING  FISCAL  YEAR  1986 

Intermediate  Care  Facilities  for  the  Mentally  Retarded 

Intermediate  Care  Facilities  for  the  Mentally  Retarded  (ICF-MRs) 
provide  comprehensive  health  and  restorative  care  for  mentally- retarded 
clients  who,  often  also  have  multiple  physical  handicaps.  During  Fiscal 
Year  1986,  the  number  of  these  facilities  continued  to  grow.  From  what  was 
initially  a  very  limited  number  of  sites,  there  are  now  38  licensed  ICF-MRs 
in  Massachusetts.  Due  to  the  recent  growth  of  this  provider  type,  which  is 
expected  to  continue  and  possibly  accelerate,  the  ICF-MR  cost  report  was 
computerized  by  the  Bureau  of  Long-Term  Care  Facilities  during  the  course 
of  Fiscal  Year  1986. 

New  Initiatives 

Prospective  Case  Mix  Reimbursement 

On  November  4,  1985  in  collaboration  with  the  Massachusetts  Department 
of  Public  Health  and  the  Massachusetts  Department  of  Public  Welfare,  the 
Commission  submitted  via  Public  Welfare,  a  grant  proposal  to  the  U.S. 
Health  Care  Financing  Administration  (HFCA)  to  do  a  prospective  case  mix 
reimbursement  demonstration  for  nursing  homes  in  Massachusetts.  The 
Commonwealth  was  awarded  this  grant.  In  connection  with  the  project,  a 
survey  was  conducted  in  January  1986  of  all  nursing  homes  in  the 
Commonwealth  to  collect  1985  wage  and  salary  information  on  both  nursing 
staff  and  administrative  staff.  Seventy  percent  of  the  nursing  homes  in 
the  Commonwealth  participated  in  the  survey.  An  additional  survey  was 
conducted  in  June  1986  to  collect  similar  wage  and  salary  information  for 
the  1986  period. 

Pediatric  Nursing  Homes 

Pediatric  nursing  homes  became  subject  to  new  requirements  mandated  by 
the  Massachusetts  Department  of  Public  Health  during  the  course  of  the  last 
fiscal  year.  Bureau  of  Long-Term  Care  Facilities  staff  assisted  the 
Department  in  estimating  the  incremental  costs  of  the  new  requirements, 
and,  upon  promulgation  of  the  regulations,  adjusting  the  interim  rates  of 
these  facilities  accordingly.  Similarly,  the  staff  of  the  Commission  was 
instrumental  in  accommodating  an  innovative  reimbursement  mechanism  that 
has  been  incorporated  into  the  regulation.  The  reimbursement  mechanism  is 
intended  to  provide  a  full  range  of  services  for  pediatric  patients  who, 
having  attained  the  age  of  twenty-three,  have  been  denied  the  relevant 
services . 
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Other  Long-Term  Care  Initiatives 

Significant  resources  from  the  Bureau  of  Long-Term  Care  Facilities 
were  dedicated  to  assisting  a  wide  range  of  state  officials  and  legislative 
committees  examine  the  problem  of  wage  structure  for  employees  of  nursing 
homes.  This  effort  ultimately  resulted  in  legislation  which  required  rate 
adjustments  for  over  200  nursing  homes.  The  adjustments  were  aimed  at 
increasing  employee  salaries  at  the  appropriate  facilities. 

Similarly,  the  Commission  assisted  the  Massachusetts  Department  of 
Public  Welfare  in  the  development  of  a  long-term  care  initiative  intended 
to  reduce  the  number  of  "administratively  necessary  day"  patients  in 
Massachusetts  hospitals. 

Rate  Activity 

During  Fiscal  Year  1986,  the  Commission  certified  1,689  rates  for 
providers  of  Long-Term  Care  Residential  Care,  and  Intermediate  Care 
Facilities  for  the  Mentally  Retarded.  A  special  emphasis  was  placed  on  the 
the  timeliness  of  establishing  these  rates.  For  example,  by  advancing  the 
date  of  distribution  of  the  cost  reports  to  December  31,  1985,  as  well  as 
by  reducing  by  15  days  the  time  providers  have  to  file  for  interim  rates, 
the  rate-setting  process  proved  to  be  very  timely.  The  above-mentioned 
reduction  in  time  still  left  some  166  days  for  providers  to  complete  the 
cost  reports.  Since  individual  rate  computations  depend  on  statistical 
data  derived  from  the  full  universe  of  cost  reports,  rates  cannot  be 
computed  until  virtually  all  cost  reports  have  been  filed.  The  steps  taken 
to  improve  the  timeliness  of  the  process  avoided  costly  retroactive 
billings . 

Another  emphasis  of  the  rate  activity  conducted  during  Fiscal  Year 
1986  involved  special  attention  to  very  old  final  rates.  At  most  times, 
there  are  a  small  number  of  final  rates  that  are  especially  difficult  to 
complete  because  of  litigation,  misreporting,  or  other  reasons.  The  rate- 
setting  process  associated  with  these  rates  usually  is  extremely 
time-consuming  and  difficult,  and  involves  continuing  correspondence  with 
providers,  accountants  and  attorneys.  As  of  January  1,  1985  the  oldest 
unresolved  rate  dated  back  to  1976.  As  a  result  of  the  efforts  of  the 
Bureau  of  Long-Term  Care  Facilities,  however,  by  the  end  of  Fiscal  Year 
1986  the  oldest  unresolved  final  rate  dated  only  to  1980. 

Field  Audit  Activity 

In  addition  to  rate  promulgation,  the  Commission  has  the 
responsibility  of  ensuring  provider  compliance  with  all  cost  reporting 
requirements.  Accuracy  and  compliance  is  essential.  Not  only  does  the 
Commission  rely  on  the  long-term  care  cost  reports  ultimately  to  generate 
rates  of  payment — which  in  the  case  of  the  Medical  Assistance  Program 
(Medicaid)  result  in  a  total  expenditure  that  by  far  comprised  the  largest 
portion  of  the  one  billion  dollar  Medicaid  budget — but  the  Commission  also 
relies  on  the  aforementioned  cost  reports  for  statistics  and  other  data 
relevant  to  the  work  of  the  agency.  Frequently,  the  statistical  data  is 
used  to  reveal  long-term  care  trends  and  to  suggest  public  policy  responses 
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to  the  trends  and  issues  identified.  Field  audits  provide  the  Commission 
with  a  reliable  mechanism  for  ensuring  that  cost  report  data  is  accurate 
and  complete;  in  this  context,  the  audits  play  a  vital  role  in  the  overall 
rate-setting  process. 

The  great  value  that  the  Commission  places  upon  field  audits  was 
demonstrated  during  Fiscal  Year  1986  by  the  partial  reorganization  of  the 
Bureau  of  Long  Term-Care  Facilities.  The  restructuring  established  a 
separate  unit  within  the  Bureau  to  work  exclusively  on  on-site  field 
audits.  During  the  course  of  the  fiscal  year,  52  on-site  audits  were 
conducted.  The  field  audits  ultimately  realized  a  public  dollar  savings  of 
$2,365,625.  In  preparing  for  the  audit  process,  and  during  the  actual 
conduct  of  the  audits,  the  Commission  focused  on  training  Bureau  staff  on 
the  intricacies  of  all  relevant  reimbursement  regulations  and  audit 
techniques.  It  is  expected  that  the  Bureau's  emphasis  on  preparation  and 
thoroughness  will  help  preserve  the  public  dollar  savings  through  the 
ongoing  appeals  process. 

Regulatory  Improvements 

Generally,  stability  in  the  language  and  intent  of  the  long-term  care 
regulations  benefits  provider  understanding,  Bureau  of  Long-Term  Care 
Facilities  rate-setting  productivity,  and  field  audit  effectiveness.  Using 
restraint,  however,  the  Commission  did  make  some  desirable  changes  to  the 
regulations  in  Fiscal  Year  1986.  The  Commission  adopted  regulatory 
amendments  which  relieved  certain  small  skilled-nursing  facilities  of 
difficulties  that  had  been  encountered  in  recruiting  and  retaining 
personnel  for  the  position  of  Director  of  Nurses.  The  "Use  and  Occupancy 
Allowance"  which  encourages  the  provision  of  services  in  urban  areas  was 
expanded.  Also,  technical  changes  intended  to  facilitate,  in  appropriate 
cases,  the  reclassification  of  chronic  hospitals  to  long-term  care 
facilities  were  promulgated. 

 Bureau  of  Ambulatory  Cape 


INTRODUCTION 

Responsibilities  of  the  Bureau 

The  Bureau  of  Ambulatory  Care  establishes  rates  and  evaluates 
contracts  for  an  ever-broadening  array  of  health  care  services,  including 
individual  medical  and  surgical  services,  in-home  and  elderly  services, 
community  health  and  mental  health  facilities,  and  ancillary  goods  and 
services.  The  work  of  the  Bureau  is  directed  toward  services  which  either 
complement  or  serve  as  alternatives  to  inpatient  hospital  or  nursing  home 
care.  The  regulatory  work  is  focused  on  an  environment  in  which  the 
far-reaching  changes  occurring  in  hospital  reimbursement  and  among  the 
ever-growing  elderly  population  encourage  greater  utilization  of  ambulatory 
care  services.  As  a  result,  the  regulations  and  contracts  administered  by 
the  Bureau  continue  to  grow  in  number  and  complexity  in  response  to  the 
changing  needs  of  the  health  care  community. 
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The  primary  objective  of  the  Bureau  in  this  environment  is  to 
establish  rates  which  encourage  cost  containment  while  at  the  same  time 
ensuring  access  to  high  quality  care.  The  Bureau  also  seeks  to  provide 
incentives  that  encourage  the  expansion  of  services  which  state  policy 
supports  as  a  priority  objective. 

The  work  of  this  Bureau  consists  of  two  major  efforts:  (1)  research 
activities  which  are  geared  toward  developing  methodologies  used  in 
determining  rates,  and  (2)  audit  activities  which  support  the  efforts  of 
the  research  staff  in  developing  methodologies  and  which  are  used  to  set 
the  rates  in  accordance  with  current  regulations. 

Complicated  and  diverse  issues  are  care full v  analyzed  as  rate-setting 
methodologies  are  applied.  One  of  the  most  difficult  areas  to  address  is 
the  relationship  between  cost  and  charges.  Data  on  the  actual  cost  of 
delivering  services  are  not  always  available  and  charge  data,  which  are 
sometimes  more  readily  available,  may  not  always  reflect  the  actual  cost  of 
delivering  services.  Even  when  cost  data  are  available,  the  data  often 
raise  policy  questions  which  the  Bureau  must  resolve.  For  example,  the 
pass-through  of  all  costs  does  not  necessarily  create  incentives  for 
providers  to  control  costs.  In  setting  rates,  therefore,  the  Bureau 
carefully  analyzes  the  data  and  attempts  in  its  methodologies  to  provide 
positive  incentives  for  cost  control  as  well  as  for  quality  care. 

Organization  of  the  Bureau 

The  Bureau  of  Ambulatory  Care  contains  two  functional  units  which  work 
together  in  developing  and  implementing  rate  methodologies.  The  Policy 
Unit  conducts  an  annual  review  of  each  ambulatory  care  regulation.  It 
develops  reimbursement  policy  both  through  analysis  of  the  regulations,  and 
through  the  review  of  relevant  Blue  Cross  contracts  and  state  agencv 
contracts.  Extensive  research  in  the  rapidly  growing  field  of  ambulatory 
care  also  comprises  a  significant  component  of  the  Policy  Unit's  work. 

The  Audit  Unit  works  in  conjunction  with  the  Policy  Unit  to  develop 
and  improve  cost  reporting  methodologies.  Eight  of  the  provider  groups 
reviewed  by  the  Bureau  report  annual  costs  to  the  Commission.  Once 
submitted,  cost  report  data  are  then  computed  into  rates  of  payment  by 
members  of  the  Audit  Unit.  Accuracy  and  reliability  of  cost  data  are 
verified  through  desk  and  field  audits.  The  staff  of  both  the  Polio/  and 
Audit  Units  provide  technical  assistance  to  providers  in  order  to  help  them 
better  understand  and  comply  with  the  regulations. 

MAJOR  ACCOMPLISHMENTS  DURING  FISCAL  YEAR  1986 

Individual  Practitioners 

Chiropractic  Services    114.3  CMR  28.00 

The  chiropractic  services  regulation  governs  that  rate  of  payment  for 
all  authorized  chiropractic  services  rendered  to  publicly-aided  individuals 
and  industrial  accident  patients.  For  radiological  procedures,  the 
chiropractic  services  regulation  is  reviewed  using  114.3  CMR  18.00 
Radiological  Services  as  a  guide.    During  the  winter  of  1986,  the  Medicaid 
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program  began  to  purchase  conprehensive  manipulation  adjustment  services. 
A  corresponding  procedure  code  was  added  to  the  regulation  and  the  fee  set 
at  the  maximum  Medicare  allowable  level.  Remaining  fees  increased  bv  2.7 
percent  to  reflect  inflation  increases  applicable  since  the  last  update  of 
the  regulation  in  July  1985,  nine  months  prior  to  the  1986  update. 

Dental  Services  114.3  CMR  14.00 

The  dental  services  regulation  establishes  standard  rates  of  payment 
for  all  dental  services  provided  in  non-hospital  settings.  The 
physicians-related  surgical  services  regulation  governs  hospital-based 
surgery  fees.  Rates  for  non-hospital  dental  services  were  reviewed  late  in 
the  fiscal  year  during  the  summer  of  1986.  Commission  staff  met  several 
times  with  representatives  of  the  dental  provider  caTtminity  to  examine 
actual  costs  associated  with  the  delivery  of  dental  services.  Due  to  a 
lack  of  appropriate  data  for  a  major  revision,  however,  plans  were  made  to 
apply  an  inflation  increase  of  3.9  percent  to  most  fees  and  to  individually 
adjust  certain  other  fees  for  specific  preventive  and  primary  care  dental 
services . 

Surgery  and  Related  Anesthesia  Care    114.3  CMR  16.00 

Professional  fees  for  surgeons,  medical  specialists,  and  radiologists 
appear  in  three  consecutively  numbered  physicians-related  regulations. 
Regulation  114.3  CMR  16.00  governs  the  rate  of  compensation  for  surgical 
procedures  provided  by  non-salaried  physicians  regardless  of  the  setting  or 
location  of  delivery  site. 

Major  adjustments  were  made  to  the  regulation  during  Fiscal  Year  1986 
and  went  into  effect  on  July  1,  1986.  Earlier  in  the  year,  in  response  to 
an  unabating  shortage  of  obstetricians  participating  in  the  Medical 
Assistance  (Medicaid)  Program,  emergency  amendments  to  the  regulation  were 
adopted,  effective  February  1986.  The  amendment  increased  the  standard 
global  delivery  fee,  implemented  an  enhanced  global  delivery  fee  to  reflect 
the  extra  costs  associated  with  high-risk  pregnancies,  and  established  a 
"Medicaid  incentive  program"  for  obstetrical  care  providers.  The  emergency 
amendments  formally  were  made  a  part  of  the  new  regulation  that  went  into 
effect  in  July. 

Major  revisions  to  the  regulation  came  about  as  the  result  of  a 
resource-based  relative-value  study  of  surgical  procedures.  The  study, 
completed  during  Fiscal  Year  1986,  was  performed  under  contract  with  the 
Commission  by  Professor  William  Hsiao  and  Doctor  Peter  Braun  of  the  Harvard 
School  of  Public  Health.  The  study  resulted  in  a  resource-based  relative 
scale  pertaining  to  certain  procedures  contained  in  the  surgical  services 
regulation.  While  considering  the  results  of  the  study,  the  Commission 
conducted  five  regional  consultative  sessions  throughout  the  Commonwealth 
that  were  open  to  the  public.  Following  the  informational  hearings,  the 
results  of  the  study  were  applied  to  more  than  80  surgical  procedures.  The 
fees  for  all  other  surgical  procedures  were  raised  to  reflect 
cost-of-living  increases  and  changing  costs  associated  with  malpractice 
insurance  premiums.  In  the  aggregate,  surgical  and  related  fees  for 
anesthesia  were  increased  by  37  percent  (23  percent  not  including 
anesthesia)  .    Finally,  plans  were  made  for  convening  a  physician  work  group 
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to  refine  this  regulation  during  Fiscal  Year  1987. 

Medical  and  Related  Anesthesia  Care    114.3  CMR  17.00 

As  a  result  of  both  the  Bureau's  comprehensive  study  of  all  three 
physician-related  regulations  and  the  Comrtission 1  s  continuing  effort  to 
increase  access  to  ccnprehensive  primary  care,  medical  fees  were  increased 
by  an  average  of  31  percent,  effective  July  1,  1986.  In  many  cases,  fees 
for  the  most  frequently  performed  services  were  raised  to  a  level 
comparable  to  the  reimbursement  rates  provided  by  other  payers.  As  with 
the  surgeons,  primary  care  specialists  were  encouraged  to  participate  in 
the  physician  work  group  during  Fiscal  Year  1987. 

Radiology    114.3  CMR  18.00 

Rates  for  radiology  were  increased  by  an  average  31  percent,  effective 
July  1,  1986.  In  addition,  several  procedure  codes  were  added  for 
interventional  radiology.  Radiologists  are  expected  to  participate  in  the 
physician  work  group  described  under  the  above-mentioned  physician-related 
regulations . 

Podiatry    114.3  CMR  26.00 

Rates  for  unique  pediatric  services  were  increased  over  Fiscal  Year 
1985  rates  by  6.74  percent.  The  increase  that  was  adopted  reflected 
inflation  over  a  20-month  period  and  was  equivalent  to  a  4.02  percent 
annual  increase.  Fees  for  pediatric  surgery  and  radiology  were  explicitly 
made  consistent  with  the  physician-related  surgery  and  radiology 
regulations . 

Psychological  Services     114.3  CMR  29.00 

The  psychological  services  regulation  governs  rates  of  payment  for 
psychological  testing  and  mental  health  services  (both  diagnostic  and 
therapeutic)  provided  by  licensed  psychologists.  Just  prior  to  Fiscal  Year 
1986,  effective  May  1,  1985,  rates  for  psychological  services  were  adjusted 
for  inflation  by  4.3  percent. 

In-Home  and  Elderly  Services 

Chronic  Maintenance  Dialysis    114.3  CMR  37.00 

The  federal  government  extends  Medicare  coverage  for  chronic 
maintenance  renal  dialysis  to  individuals  under  the  age  of  65  who  otherwise 
would  be  ineligible  to  receive  Medicare  benefits.  The  patient,  in  this 
instance,  is  responsible  only  for  the  first  three  months  of  payment  and 
subsequently  for  a  20  percent  copayment.  Regulation  114.3  CMR  37.00: 
Chronic  Maintenance  Dialysis  sets  forth  the  rate  of  payment  for  the 
three-month  deductible  period  and  the  20  percent  copayment  for  all 
Medicaid-eligible  or  other  publicly-aided  individuals.  Under  this 
regulation,  rates  are  tied  to  federal  Medicare  reimbursement.  The 
Commission  reviewed  the  regulation  during  Fiscal  Year  1986  and  endorsed 
contining  the  existing  methodology. 

Home  Health  Agency  Service  114.3  CMR  3.00 

The  home  health  agency  services  regulation  determines  rates  for  visits 
by  skilled  nurses,   physical  therapists,   occupational  therapists,  speech 
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therapists,  and  home  health  aides.  The  regulation  was  reviewed  during 
Fiscal  Year  1986  and  rates  were  increased  by  6.2  percent  to  account  for 
inflation  over  an  18-month  period.  A  separate  rate  was  established  for 
"Maternal  and  Child  Health"  nursing  visits.  In  addition,  a  new  provision 
was  added  to  permit  agencies  to  request  rate  adjustments  during  the  rate 
year  in  cases  where  home  health  agencv  costs  increase  due  to  incuring  more 
severely  sick  patients  in  their  caseload.  Finally,  the  Bureau  planned  a 
study  to  investigate  differences  in  "productivity  rates"  among  agencies  in 
various  geographic  areas  of  the  Commonwealth.  It  is  anticipated  that  the 
study,  once  completed,  will  aid  future  refining  of  the  regulation. 

Homemaker/Home  Health  Aide    114.3  CMR  11.00 

Caregivers  encompassed  by  the  homemaker/home  health  aid  regulation 
under  114.3  CMR  11.00  provide  direct  assistance  to  individuals  unable  to 
perform  basic  daily  tasks  such  as  housec leaning,  laundry,  food  preparation, 
and  personal  care  supervision.  Starting  in  July  1986,  established  rates 
included  a  4.4  percent  increase,  pay  for  training  hours,  and  an  across- 
the-board  forty  cent  ($.40)  transition  allowance.  Taken  together,  the 
adopted  changes  increased  caregivers'  earnings  by  an  average  of  11  percent. 

Independent  Living  Services    114.3  CMR  9.00 

The  independent  living  regulation  determines  payment  for  services 
designed  to  enable  severely  physically  disabled  individuals  to  live  and 
function  in  the  carinunity  with  the  assistance  of  personal  care  attendants 
(PCAs)  and  night  attendants  (NAs) .  During  Fiscal  Year  1986,  rates  for  PCA 
and  NA  services  were  increased  by  4.3  percent.  The  across-the-board 
adjustment  for  inflation  changes  also  was  reflected  in  the  "transitional 
living"  per  diem  calculation  for  each  independent  living  center. 

Private  Duty  Nursing  Care    114.3  CMR  24.00 

The  regulation  governing  private  duty  nursing  care  establishes  rates 
for  skilled  nursing  services  provided  by  registered  nurses  or  licensed 
practical  nurses  for  a  ndnimum  of  two  hours.  In  April  1986,  the  hourly 
individual  practitioner  rate  was  increased  for  inflation  by  6.19  percent, 
covering  a  16-month  period.  A  new  rate  equal  to  one  and  one  half  times  the 
hourly  day  rate  effective  on  the  legal  holidays  of  the  Commonwealth  of 
Mas sachus setts  also  was  added. 

Ancillary  Services 

Ambulance  Services      114.3  CMR  27.00 

The  ambulance  services  regulation  governs  the  rates  of  payment  for 
transportation  of  sick,  injured,  or  disabled  persons.  Following  a  Fiscal 
Year  1986  review,  effective  July  1,  1986,  rates  for  Class  I  and  Class  II 
ambulance  service  were  increased  by  4.3  percent.  Chair  car  rates  (formerly 
identified  as  Class  III  ambulance  services)  were  increased  by  3  percent, 
and  payment  for  a  second  attendant  on  a  chair  car  was  increased  by  4.3 
percent.  The  Bureau  anticipates  that  during  Fiscal  Year  1987  it  will  study 
the  issues  related  to  long  distance  trips  and  rural  ambulance  service. 

Clinical  Laboratory  Services    114.3  CMR  20.00 

The  regulation  set  forth  at  114.3  CMR  20.00  regulates  the  rates  for 
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microbiological,  chemical,  hematological,  biophysical,  cytological, 
immuriohematological  or  pathological  examinations  performed  by  an 
independent  clinical  laboratory.  During  Fiscal  Year  1986,  the  Commission 
worked  intensively  on  converting  the  clinical  laboratory  services 
regulation  from  the  use  of  the  Massachusetts  Universal  Medical  Procedure 
System  (MUMPS)  to  the  national  standardized  coding  system  known  as  CPT-4 
HCPCS.  Upon  completion  of  the  conversion  process,  a  new  fee  schedule  will 
be  developed  for  implementation  during  Fiscal  Year  1987. 

Durable  Medical  Equipment ,  Oxygen  and  Respiratory  Therapy  Equipment  114.3 
CMR  22.00 

This  regulation  determines  the  rate  of  payment  for  the  rental  and 
purchase  of  durable  medical  equipment  (DME) ,  and  oxygen  and  respiratory 
therapy  equipment.  The  regulations  for  both  types  of  equipment  were 
combined  during  Fiscal  Year  1986.  The  rates  for  most  of  these  products  are 
automatically  and  continuously  adjusted  because  providers  are  paid  on  the 
basis  of  cost  plus  mark-up.  Rates  for  oxygen  allowables  were  increased  by 
10.9  percent  to  allow  for  inflation  and  rapidly  escalating  liability 
insurance  costs. 

Hearing  Aid  Dealers    114.3  CMR  23.00 

Hearing  Aid  Dealers  dispense  hearing  aids  and  provide  authorized 
services  related  to  the  maintenance  of  hearing  aids.  The  Bureau's  analysis 
of  the  rates  governed  by  the  hearing  aid  dealers  regulation  was  begun 
during  the  fiscal  year.  It  is  anticipated  that  new  rates  will  take  effect 
during  Fiscal  Year  1987. 

Prostheses,  Prosthetic  Devices  and  Orthotic  Devices    114.3  CMR  34.00 

The  regulation  set  forth  at  114.3  CMR  34.00  determines  rates  of 
payment  for  artificial  limbs,  braces,  and  related  devices.  Based  on  a 
thorough  review  of  the  regulation,  new  rates  were  adopted  during  Fiscal 
Year  1986  incorporating  professional  fees,  technician  fees,  and  materials' 
mark-up  on  a  sliding  scale.  A  cost  report  was  developed  and  is  expected  to 
be  implemented  during  Fiscal  Year  1987. 

Prescribed  Drugs  114.3  CMR  31.00 

The  prescribed  drugs  regulation,  pertaining  to  freestanding 
pharmacies,  determines  the  rates  of  payment  for  all  prescribed  drugs.  A 
comprehensive  study  to  survey  pharmacy  operations  in  Massachusetts  was 
completed  and  the  results  were  utilized  by  the  Bureau  in  preparing  a 
proposal  for  a  new  cost-based  dispensing  fee.  Revisions  to  the  regulation 
are  to  be  implemented  in  Fiscal  Year  1987. 

Vision  Care  and  Opthalmic  Materials    114.3  CMR  15.00 

The  vision  care  services  and  ophthalmic  materials  regulation 
establishes  rates  of  payment  for  vision  care  services  and  ophthalmic 
materials  provided  by  optometrists,  ophthalmologists  and  opticians  (except 
for  medical  eye  examinations  and  contact  lenses  provided  by 
ophthalmologists) .  On  August  1,  1985  the  rates  for  vision  care  were 
increased  for  inflation  by  3.9  percent  and  adjusted,  to  reflect  an 
implementational  delay,  to  4.7  percent.     New  rates  for  the  provision  of 
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contact  lenses  were  set  by  costing  out  labor  and  materials,  and  rates  of 
payment  for  eyeglasses  were  raised  by  3.2  percent. 

Community  Health  Facilities 

Adult  Day  Health    114.3  CMR  10.00 

The  adult  day  health  program  was  developed  as  an  alternative  to 
twenty- four  hour-a-day  long-term  care,  providing  non-institutional  care 
through  an  organised  program  of  health  care,  supervision,  restorative 
services,  and  socialization.  The  regulation  was  reviewed  during  Fiscal 
Year  1986  and  rates  were  increased  by  4.9  percent.  A  new  rate  of  $22.57 
per  day  day  went  into  effect  on  March  1,  1986.  In  addition,  the  Bureau  has 
revised  the  adult  day  health  cost  report  and,  as  a  result,  the  Commission 
plans  to  establish  a  new  cost  base  for  Fiscal  Year  1987. 

CotiTTunity  Health  Centers    114.3  CMR  4.00 

The  community  health  center  regulation  determines  reimbursement  for 
medical  visits  to  community  health  centers,  and  for  comprehensive  health 
assessments  provided  under  the  Project  Good  Health  Program.  The  regulation 
was  reviewed  during  the  spring  of  1986  and,  as  a  result  of  the  review,  the 
existing  methodology  was  retained.  A  cost  adjustment  factor  of  9 
percent — approximately  equivalent  to  a  two  year  inflation  factor  of  4.4 
percent — was  applied  to  the  medical  visits  rate  methodology;  in  addition,  a 
4.5  percent  inflation  factor  was  applied  to  the  Project  Good  Health  visit 
rate. 

Community  Health  Center;  Credit  and  Collection  Policies  and  Reimbursement 
for  Bad  Debt  and  Free  Care    114.3  CMR  41.00 

This  regulation  implements  the  provisions  of  M.G.L.  c.  6A,  §76.  The 
statute  establishes  a  program  to  help  community  health  centers  deliver 
services  to  uninsured  individuals  and  specifies  the  minimum  criteria  that 
community  health  centers  must  meet  when  implementing  credit  and  collection 
policies. 

An  exhaustive  study  of  existing  credit  and  collection  policies  in 
community  health  centers  and  hospital-based  ambulatory  care  facilities  was 
conducted.  The  study  formed  the  basis  of  the  regulation  proposed  during 
Fiscal  Year  1986.  A  major  effort  was  made  by  the  Commission  and  the 
Massachusetts  League  of  Community  Health  Centers  to  establish  effective, 
efficient,  and  reasonable  policies  while  allowing  the  centers  sufficient 
latitude  to  exercise  what  is  mutually  understood  as  the  centers'  "rights  of 
management." 

Family  Planning  Services    114.3  CMR  12.00 

The  family  planning  services  regulation  sets  forth  rates  of  payment 
for  family  planning  clinics.  The  clinics  offer  medical  and  counseling 
services  and  dispense  a  wide  variety  of  contraceptive  devices.  During 
Fiscal  Year  1986,  a  cost  report  was  developed  for  the  first  time.  Using 
the  report,  family  planning  agencies  submitted  historical  cost  data  to  the 
Bureau.  An  analysis  of  the  data  indicated  that  revisions  to  the  cost 
report  were  required,  so  the  Bureau,  working  closely  with  providers, 
developed  a  time  survey  and  a  refined  cost  report  for  Fiscal  Year  1987. 
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The  data  collected  on  these  documents  are  expected  to  serve  as  the  basis 
for  prospective  visit  rates. 

Mental  Health  Services    114.3  CMR  6.00 

The  mental  health  services  regulation  determines  the  rate  of  payment 
for  diagnoses  and  treatment  provided  by  mental  health  professionals  in  a 
mental  health  center  or  community  mental  health  center.  On  November  1, 
1985  rates  for  individual  therapy  increased  by  9.5  percent;  revisions  to 
the  rates  for  other  services  varied,  ranging  from  a  decrease  of  4.4  percent 
for  a  "medication  visit"  to  an  increase  of  17.9  percent  for  diagnostic 
services.  The  revised  rates  were  based  on  Fiscal  Year  1984  mental  health 
center  costs  combined  with  an  inflation  factor  to  adjust  costs  to  the  rate 
year  beginning  July  1,  1985.  The  final  rates  were  adjusted  to  account  for 
the  actual  effective  date  of  November  1,  1985. 

Outpatient  Tuberculosis  Control  Systems    114.3  CMR  8.00 

Regulation  114.3  CMR  8.00  governs  the  rate  of  payment  for  the 
outpatient  tuberculosis  (TB)  program  managed  by  the  Massachuestts 
Department  of  Public  Health.  The  program  provides  outpatient  clinic  care 
to  TB  patients  as  well  as  testing  and  other  services  to  the  populations  at 
risk  or  with  suspected  TB.  A  detailed  review  of  the  regulation  in  Fiscal 
Year  1986  suggested  that  rates  which  were  reduced  or  held  constant  since 
1982  should  be  restored  to  pre-1982  levels.  The  restoration  of  rates  was 
embraced  by  the  Commission  partly  in  recognition  of  the  increasing 
incidence  of  the  disease.  As  a  result,  where  data  were  available,  rates 
were  recalculated  based  on  the  cost  of  services.  In  those  instances  where 
current  data  were  unavailable,  the  previous  rates  were  adjusted  for 
inflation.    Overall,  rates  were  increased  by  approximately  20  percent. 

Psychiatric  Day  Treatment  Center    114.3  CMR  7.00 

Psychiatric  day  treatment  centers  provide  intensive  counseling, 
evaluation,  and  horns  visits  for  several  hours  each  day  to  a  variety  of 
clients.  Rates  for  psychiatric  day  treatment  services  were  increased  by 
approximately  13.97  percent  effective  December  1,  1985,  and  a  new 
methodology  for  setting  rates  for  "Other  Visits"  (e.g.,  home  visits, 
diagnostic  evaluation)  was  presented  and  approved. 

Team  Evaluation  Services    114.3  CMR  30.00 

The  team  evaluation  services  regulation  (previously  referred  to  as 
"Core  Evaluations " )  governs  the  rates  of  payment  used  by  school  systems  and 
the  Massachusetts  Department  of  Public  Welfare  for  evaluations  mandated  by 
Chapter  766  program  of  the  Massachusetts  Department  of  Education.  The 
"team  evaluation''  is  administered  by  a  multidisciplinary  team  and  may 
include  a  medical,  psychological,  or  home  assessment,  as  well  as 
assessments  by  a  neurologist,  psychiatrist,  opthalmologist ,  physical 
therapist,  occupational  therapist,  speech  therapist,  or  audiologist.  In 
Fiscal  Year  1986,  amendments  were  proposed  to  eliminate  the  "Basic  Team 
Evaluation"  and  instead  to  reimburse  all  component  services  on  a 
fee- for- service  basis;  the  adopted  regulation  uses  rates  appearing  in  other 
Commission  regulations. 
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Rehabilitation  Clinic  Services,  Audiological  Services  and  Pestorative 
Services    114.3  CMR  39.00. 

Regulation  114.3  CMR  39.00  sets  standard  rules  for  services  offered  in 
rehabilitation  clinics  and  standard  rates  for  those  sen/ices  provided  by 
licensed  audiologists,  physical  therapists,  occupational  therapists,  and 
speech  therapists.  Services  include  evaluations  and  treatments. 
Responding  to  issues  raised  at  the  time  of  the  public  hearing  in  August 
1985,  the  Bureau  worked  with  provider  and  purchaser  representatives  to 
complete  a  study  of  "restorative  therapy  evaluations."  Based  on  the  study 
results,  a  new  fee  base  was  proposed  for  comprehensive  evaluations 
delivered  to  pediatric  patients.  All  other  rates  governed  by  this 
regulation  were  adjusted  by  5.24  percent  to  account  for  inflation. 

Audit  Staff  Activities 

During  Fiscal  Year  1986,  the  audit  staff  of  the  Bureau  of  Ambulator/ 
Care  conducted  385  desk  audits  and  73  field  audits  and  reviews  among  seven 
major  provider  types.  The  field  of  audited  providers  represented  total 
operating  costs  of  $270,742,975.00.  The  seven  major  areas  on  which  the 
audits  focused  were:  (1)  Adult  Day  Services,  (2)  Community  Health  Centers, 
(3)  Family  Planning  Services,  (4)  Home  Health  Agencies,  (5)  Pharmacies,  (6) 
Psychiatric  Day  Treatment  Centers  and  (7)  Mental  Health  Centers. 

Rate  Calculations 

During  the  course  of  Fiscal  Year  1986,  over  600  sets  of  rates  were 
calculated  for  various  providers.  Home  health  agencies,  for  example,  are 
required  by  regulation  to  submit  cost  reports  annually.  In  this  program 
area,  the  Bureau  was  required  to  calculate  and  file  rates  of  reimbursement 
six  months  after  submission,  and  as  a  result,  during  Fiscal  Year  1986,  193 
sets  of  rates  of  reimbursement  were  processed  for  132  home  health  agencies. 

The  hcmemaker/home  health  aide  regulation  requires  the  submission  of 
reports  90  days  after  the  close  of  the  fiscal  year,  and,  as  a  result, 
during  Fiscal  Year  1986,  305  sets  of  rates  were  calculated  for  152 
homemaker  providers.  Also,  during  the  course  of  the  fiscal  year,  the  staff 
worked  closely  with  the  Massachusetts  Department  of  Elder  Affairs  to  insure 
"Overhead  Compliance"  as  required  by  the  regulation. 

The  audit  staff  also  set  rates  of  reimbursement  during  Fiscal  Year 
1986  for  28  adult  day  care  services,  30  community  health  centers,  8  family 
planning  services,  33  psychiatric  day  treatment  centers,  and  110  mental 
health  centers. 

Audit  Systems 

During  Fiscal  Year  1986,  the  audit  staff  of  the  Bureau  of  Ambulatory 
Care  conducted  studies  relevant  to,  and  provided  data  that  assisted  in,  the 
development  of  new  and  improved  rate-setting  irethodologies .  Cost  reporting 
forms  were  reviewed  and  redesigned  to  assist  both  the  providers  and  the 
Commission  in  the  performance  of  its  work.  Bureau  staff  participated  in 
several  provider  work  shops  and  responded  to  numerous  written  and  telephone 
inquiries  from  providers  and  other  interested  parties  relating  to  the  work 
of  the  Rate  Setting  Commission  and  its  time  tables. 
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Bupe.au  qf  Educational  Social  and  Mental  Health  Sepvces 

INTRODUCTION 

Responsibilities  of  the  Bureau 

In  Fiscal  Year  1985,  the  Bureau  of  Educational,  Social  and  Mental 
Health  Services  was  created  as  a  result  of  the  merger  of  the  Bureau  of 
Purchased  Services  and  the  Bureau  of  Educational  and  Social  Services.  The 
Bureau  is  responsible  for  monitoring  Conrnonw^-c  _th  expenditures  totalling 
more  than  $614  million  dollars  on  contracted  social  and  rehabilitative 
services,  and  the  expenditures  of  local  educational  authorities  exceeding 
$150  million  dollars  on  private  special  education  services  provided 
pursuant  to  Chapter  766. 


Organization  of  the  Bureau 

The  Bureau  of  Edcational,  Social,  and  Mental  Health  Services  is 
organized  into  two  units.  The  Auditing  Unit  conducts  desk  reviews  and 
field  audits  of  the  financial  records  filed  with  the  Commission  by  human 
service  providers.  The  Auditing  Unit  also  analyzes  contracts  for  human 
service  programs  purchased  by  the  Commonwealth.  The  Policv  Unit  defines 
policy  initiatives  and  evaluates  the  effect  of  such  initiatives  within  the 
human  services  industry.  The  Policy  Unit  also  analyzes  and  interprets 
financial  and  informational  data  submitted  by  human  service  providers. 

MAJOR  ACCOMPLISHMENTS  DURING  FISCAL  YEAR  1986 

General  Overview 

During  Fiscal  Year  1986,  the  Bureau  had  played  an  integral  role  in  the 
human  services  industry  as  is  illustrated  by  the  following  accomplishments 
of  the  Bureau: 

►  Bureau  auditors  audited  one-third  of  all  private  special  needs 
programs  in  Massachusetts. 

►  In  a  timely  manner,  the  Bureau  promulgated  over  200  rates  for 
off -cycle  private  special  needs  programs. 

►  In  conjunction  with  the  Executive  Office  of  Human  Services  and 
various  state  agencies,  the  Bureau  sponsored  numerous  training 
sessions  for  contract  managers  and  human  service  providers. 

►  The  Bureau  prepared  over  2,200  historical  cost  base  data  sheets 
for  social,  rehabilitative  and  mental  health  programs  purchased 
by  the  Commonwealth. 

►  For  the  first  time,  the  Bureau  required  daycare  providers  to 
submit  RSC-600B  budget  proposal  forms  in  an  effort  to  collect 
cost  information  for  the  daycare  industry.    As  a  result,  the 
Bureau  subsequently  reviewed  more  than  700  RSC-600B  budget  forms 
submitted  by  daycare  providers. 

►  The  Bureau  assisted  numerous  agencies  in  the  implementation  of 
the  salarv  upgrading  program  of  the  purchase-of -service  system  by 
processing  over  400  salarv  upgrading  amendments. 

The  Bureau  reviewed  over  200  RSC-600  budget  forms  submitted  bv 
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providers  of  social,  rehabilitative  and  mental  health  sen/ices. 

Chapter  766  Regulation 

During  Fiscal  Year  1986,  regulation  114.4  OMR  9.00  governing  Fiscal 
Year  1987  rates  for  private  special  needs  programs,  was  revised  to 
incorporate  the  "X-Y-Z  cycle"  method  of  reimbursement.  The  revisions  to 
the  regulation 

►  established  the  rate  methodology  for  "on-cycle"  schools. 

(One- third  of  the  private  special  needs  programs  are  placed  "on 
cycle";  rates  for  the  "on-cycle"  programs  may  be  increased  bv 
costs  associated  with  certain  approved  program  and  non-program 
changes . ) 

►  established  the  rate  methodology  for  "off-cycle"  schools.  (Two- 
thirds  of  the  private  special  needs  programs  are  considered 
"off-cycle";  rates  for  the  "off-cycle"  programs  mav  be  increased 
bv  a  cost-of-living  factor  and  a  direct-care  salarv-upgrading 
factor  only  in  an  effort  to  stablilize  fees.) 

►  included  a  weighted  salary  upgrading  factor  to  increase  direct- 
care  salaries  approximately  10  percent  over  and  above 
cost-of-living  increases . 

►  allowed  for  refined  volume  corridors  within  no-rate  adiustments 
due  to  volume  fluctuations.     (When  volume  is  outside  the 
established  corridor,  the  role  is  adjusted  by  a  standardized 
formula  to  reflect  the  loss  or  addition  of  income  necessary  to 
cover  fixed  costs.) 

►  included  a  new  provision  which  permits  an  off -cycle  school  to 
expand  its  capacity  when  the  Massachusetts  Department  of 
Education  determines  a  need  for  additional  beds  for  a  particular 
population.  (This  provision  allows  schools  to  avoid  a  rate 
decrease  due  to  expanded  volume  but  allows  no  rate  increases.) 

►  clarified  the  conditions  under  which  an  agency  may  apply  for 
mid-year  rate  adjustments  by  retitling  the  section  " Extr aordinarv 
Relief." 

Class  Rates 

Regulation  114.5  CMR  7.00  prices  reimbursement  for  Early  Intervention 
Services  purchased  by  the  Massachusetts  Department  of  Public  Health  and 
under  the  Medical  Assistance  (Medicaid)  Program,  administered  bv  the 
Massachusetts  Department  of  Public  Welfare.  The  regulation  was  updated 
during  Fiscal  Year  1986  to  include  a  salarv-upgrading  factor  for  Fiscal 
Year  1987  rates. 

Regulation  114.5  CMR  6.00:  Rates  for  Certain  Substance  Abuse  Program 
Services  was  revised  to  incorporate  a  staff  analysis  of  more  current  cost 
data  submitted  by  vendors  for  substance  abuse  programs.  The  rates  also 
were  revised  to  include  a  salary  upgrading  factor. 

Daycare  vendors  were  required  to  submit  cost  reports  reflecting  actual 
program  costs  incurred  during  the  fiscal  year.  Bureau  staff  began  to 
analyze  the  cost  report  data  as  part  of  the  ongoing  effort  to  develop  class 
rates  for  daycare  vendors. 
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During  Fiscal  Year  1986,  additional  program  types  were  identfied  by 
various  purchasing  agencies  as  potential  candidates  for  class  rates. 
Bureau  staff  continues  to  analvze  cost  data  for  the  identified  programs 
types  in  an  effort  to  develop  class  rates  for  Fiscal  Year  1988 
implementation.  The  identified  program  types  include  dav  habilitation, 
outreach  and  tracking,  and  specialized  home  care. 

Purchase  of  Service  Regulation 

Fiscal  Year  1986  represented  the  first  full  fiscal  year  that 
operations  associated  with  the  purchase  of  service  regulation  were 
conducted  within  a  single  bureau.  Continuing  the  efforts  to  promote 
consistent  regulatory  treatment  of  providers  regulated  by  the  Bureau, 
regulation  114.5  CMR  3.00  (the  purchase  of  services  regulation)  was  revised 
to  incorporate  provisions  similar  to  other  Bureau  regulations.  The 
revisions  included: 

►  limiting  the  "exemption  from  filing  cost  report  information" 
section ; 

►  reducing  the  extension  period  for  filing  cost  reports  from  all 
days  to  60  days; 

►  including  a  penalty  provision  for  late  filed  cost  reports. 

Salary  Upgrading  Program 

During  Fiscal  Year  1986,  the  Bureau  developed  several  methodologies 
for  upgrading  direct  care  staff  salaries.    The  methodologies  included: 

►  processing  more  than  4000  salary  upgrading  amendments  to  social, 
rehabilitative  and  mental  health  service  contracts; 

►  incorporating  a  weighted  salary-upgrading  factor  to  increase  the 
salaries  of  direct  care  staff  of  private  special  needs  programs 
by  about  10  percent  in  addition  to  cost  of  living  increases; 

►  adding  a  weighted  salary-upgrading  factor  to  all  class  rates. 

Historical  Cost  Data 

Under  the  regulations,  all  purchasers  of  social,  rehabilitative  and 
mental  health  services  are  required  to  reference  a  program's  historical 
cost  as  a  basis  for  negotiations.  In  an  effort  to  assist  purchasers  in 
this  requirement,  during  Fiscal  Year  1988  the  Bureau  produced  over  2,200 
base  budgets  for  use  by  purchasers. 

Cost  Reports 

During  Fiscal  Year  1986,  the  Bureau  found  that  more  that  400  out  of 
600  cost  reports  were  not  filed  by  providers  in  a  timely  manner.  In  an 
effort  to  correct  this  problem,  and  in  order  to  permit  the  Bureau  timely 
access  to  cost  report  information,  the  Bureau  shortened  the  extension 
period  in  which  to  file  cost  reports  from  90  days  to  60  days,  and  for  the 
first  time  included  a  penalty  provision  in  the  regulations  for  late-filed 
cost  reports. 

Automation 

The  Bureau,  at  the  conclusion  of  Fiscal  Year  1986,  had  full  time  use 
of  one  microcomputer.     Software  programs  have  been  developed  to  calculate 
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rollover  rates,  process  data  for  class  rate  analysis,  calculate  corridor 
adjustments,  and  produce  the  Bureau's  bi-weeklv  rate  agenda  for  social, 
rehabilitative  and  mental  health  service  contract  rates.  By  the  end  of  the 
fiscal  year,  the  Bureau's  automation  needs  had  been  given  priori tv 
consideration  bv  the  Commission  and  a  discussion  had  begun  aimed  at 
developing  a  computerized  financial  and  informational  database. 


Bureau  of  Systems  Development 


INTRODUCTION 

Responsiblities  of  the  Bureau 

The  major  goal  of  the  Bureau  of  Systems  Development  (BSD)  is  ensuring 
accurate,  modern,  and  efficient  automated  information  systems  support  for 
the  development  and  implementation  of  reimbursement  methodologies.  This 
involves  providing  information  support  for  Commission  users,  as  well  as 
implementing  information  system  links  between  the  Rate  Setting  Commission 
and  other  key  state  and  provider  agencies. 

Organization  of  the  Bureau 

Separate  divisions  within  the  Bureau  of  Systems  Devlopment  provide 
support  for  the  automated  systems  in  the  Commission's  main  organizational 
areas.  The  Administrative  Unit  of  the  Bureau  provides  a  wide  range  of 
services,  including  personnel  recruitment  and  staff  training,  strategic 
planning,  system  design,  and  automation  planning  for  the  lease /purchase  of 
micro /ndni-computers.  This  unit  also  provides  support  for  the  Office  of 
the  General  Counsel. 

During  Fiscal  Year  1986,  the  Bureau  was  expanded  to  a  total  staff  of 
19,  including  full-time  positions,  consultants  and  interns.  Both  formal 
and  informal  training  of  new  BSD  staff  was  provided. 

MAJOR  ACCOMPLISHMENTS  DURING  FISCAL  YEAR  1986 

Automation 

Activities  in  this  area  focused  on  implementing  and  modernizing 
automated  systems  for  the  Commission.  In  expanding  the  level  of  automation 
at  the  Commission,  a  total  of  11  terminals  were  linked  to  the  state 
computer  system.  In  addition,  four  personal  computers  (nucrocomputers) 
with  printers  were  established  as  stand-alone  work  stations. 

Training 

Commission  staff  were  trained  in  the  use  of  microcomputer  software 
including  LOTUS  for  (financial  analysis)  and  Displaywrite  (for  word 
processing) .  Approximately  30  Commission  staff  were  trained  in  Statistical 
Analysis  System  (SAS)  and  Job  Control  Language  (JCL)  on  the  IBM  mainframe 
computer.  SAS  is  a  user-oriented  software  system  for  organizing  and 
analyzing  data.  User  assistance  is  provided  on  a  daily  basis  to  personnel 
throughout  the  Commission. 
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Documentation 

Standards  for  documentation  were  established,  and  extensive 
documentation  of  files  and  systems  was  begun. 

Hospital  Bureau  Unit 

The  FORTRAN  program  to  audit  1981  and  1982  403  data  was  converted  from 
Blue  Cross's  Honeywell  system  to  the  state  IBM  system.  This  marked  the  end 
of  the  conversion  from  Blue  Cross's  system  and  the  addition  of  major 
enhancements  to  the  audit  program. 

Programs  to  audit  403-schedules  19  and  20  for  1983  were  written. 
Using  the  facilities  of  SPF  Dialogue  Manager,  all  frequentlv  used 
applications  were  installed  to  permit  users  to  invoke  them  through  the  use 
of  menus.  Users  are  queried  bv  the  system  for  parameters  necessary  to  run 
the  programs. 

Modifications  were  made  to  the  GPSR  and  PAFCALC  programs.  The  1984 
Medicaid  settlement  program,  which  incorporated  a  $15  million  payback  to 
hospitals,  was  completed.  Data  flow-diagrams  and  cross-referenced 
documentation  of  data  sources  were  developed  for  all  non-case  mix 
applications . 

In  response  to  work  requests,  numerous  reports  of  data  values  and 
calculation  results  were  produced.  On-going  training  and  support  services 
were  provided  to  personnel  in  the  Bureau  of  Hospitals. 

Case  Mix  Project  Unit 

The  Case  Mix  Project  was  expanded  during  Fiscal  Year  1986  to  include 
validating  the  data.  Hospital  Agreement- 30  (HA-30) ,  which  states  that  the 
Commission  should  audit  hospitals  with  a  change  in  case  mix  intensity  of 
greater  that  four  percent,  inspired  the  development  and  release  of  a 
Request  for  Proposals  for  this  project.  Health  Date  Institute  (HDD  of 
Lexington  was  awarded  the  contract. 

The  contract  was  divided  into  two  sections.  The  Bureau  worked  with 
HDI  on  the  first  part,  which  called  for  the  design  and  development  of  a 
clinical  editor  as  well  as  software  to  use  for  targeting  hospitals  and 
sampling  medical  record  data.  The  second  section  called  for  the  design, 
development  and  implementation  of  an  audit  program.  In  the  future,  HDI 
will  use  staff  trained  in  medical  audits  to  go  out  to  the  hospitals  to 
audit  the  data  sample,  compare  that  data  to  the  original  data,  and 
calculate  case  mix  indices.  Work  will  continue  on  this  project  into  the 
next  fiscal  year. 

Bureau  of  Long-Term  Care  Facilities  Unit 

In  addition  to  regular  production,  maintenance,  and  ad  hoc  research 
support,  the  major  ac<2arplishments  of  the  Long-Term  Care  Unit  of  the  Bureau 
were: 

►  the  enhancement  of  a  process  to  allow  long-term  care  users  to 
edit  cost  report  data  themselves,  prior  to  updating  the  RSC-1 
master  file; 
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►  the  creation  of  a  master  facilities  file  with  vendor  payment 
numbers  which  allow  tracking  of  a  particular  facility  despite 
changes  in  ownership.    The  file  also  collects  opening  and  closing 
date  information  about  facilities; 

►  the  creation  of  a  licensed  bed  history  file  and  programs  which 
compute  mean  beds  and  operating  days — a  task  previously  done 
manually; 

►  the  creation  of  a  SAS  audit  database  to  target  non- submitters  of 
RSC-1  Cost  Reports;  and 

►  the  creation  of  a  SAS  database  for  the  Policy  and  Planning  Unit 
and  a  wage  survey  analysis  for  the  Prospective  Reimbursement 
Reserach  Grant  Study. 

 Office  of  ^he  General  Counsel 

INTRODUCTION 

Legal  services  to  the  Commission  by  the  Office  of  the  General 
Counsel's  seven  staff  attornevs  consist  principally  of  two  functions:  (1) 
advising  the  Commission's  Bureau  directors  and  staff  members  of  the  legal 
ramifications  of  proposed  actions  and  (2)  representing  the  Commission  at 
adjudicatory  hearings  conducted  by  the  Division  of  Administrative  Law 
Appeals.  The  purpose  of  these  hearings  is  to  determine  whether  particular 
rates  for  individual  providers  are  "fair,  adequate  and  reasonable"  within 
the  meaning  of  G.L.  c.  6A,  ss  31-77  and  cases  construing  that  statute.  In 
addition,  staff  attorneys  work  closely  with  their  colleagues  in  the 
Attorney  General's  Office  and  with  counsel  from  other  Human  Service 
agencies  in  matters  where  their  assistance  is  required.  Legal  staff  also 
have  occasion  to  contact  staff  attorneys  from  the  Federal  Department  of 
Health  and  Human  Services  (HHS)  in  order  to  keep  abreast  of  developments  in 
federal  law  which  affect  the  work  of  the  Rate  Setting  Commission,  in 
particular  developments  in  the  area  of  Medicaid  reimbursement  under  Title 
XIX  of  the  Social  Security  Act. 

The  General  Counsel  devotes  substantial  time  to  steering  regulations 
through  the  Commonwealth's  legislative  rule-making  process.  The 
Commission's  rate  setting  methodologies  are  embodied  in  over  fortv 
regulations  taking  up  approximately  four  hundred  and  fifty  pages  in  the 
Code  of  Massachusetts  Regulations.  Most  of  these  regulations  must  be 
promulgated  annually.  Promulgation  is  a  lengthy  process,  subject  to  the 
time  requirements  of  the  following  statutes  and  orders. 

Filing  with  Ways  and  Means,  Post  Audit  Committees  (G.L.  c.  6A,  s  32; 
paragraph  9) 

The  Commission  must  file  a  copy  of  regulations  and  rates  with  the 
budget  director  and  with  the  House  and  Senate  Committees  on  Ways  and  Means 
and  the  Joint  Legislative  Committee  on  Post  Audit  and  Oversight. 

Compliance  with  Administrative  Procedure  Act  (G.L.  c.  6A,  s  32) 

Chapter  30A,  the  State  Administrative  Procedure  Act,  requires,  among 
other  things,  advertisement  of  and  a  minimum  21-day  notice  period  before 
each  public  hearing.     (The  Commission  allows  thirty  days  in  order  to  meet 
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the  time  requirements  for  review  by  the  Commission's  Advisory  Council,  as 
noted  below. ) 

Review  by  Advisory  Council  (G.L.  c.  6A,  s  32) 

This  section  established  an  advisory  council  composed  of  designees 
from  other  human  service  agencies,  representatives  of  provider  groups,  and 
consumers.  Among  the  Advisory  Council's  powers  and  duties  is  "...the  riqht 
to  at  least  sixty  days  prior  review  and  comment  on  anv  proposed  rule  or 
regulation  of  the  Commission  or  any  of  its  bureaus,  with  the  exception  of 
regulations  promulgated  on  an  emergencv  basis."  G.L.  c.  6A,  s  34  further 
provides  that  "the  Council  shall  be  notified  at  least  ten  days  in  advance 
of  any  public  meeting  or  hearing  scheduled  by  the  Commission  or  anv  of  its 
bureaus . " 

Charge  Control  Review  by  Hospital  Policy  Review  Board  (G.L.  c.  6A,s  34A) 

An  eleven-member  board  which  reviews  regulations  and  rules  pertaining 
to  the  Commission's  charge  control  program  for  non-acute  hospitals.  This 
section  provides,  among  other  things,  that  "the  board  shall  have  the  right 
to  at  least  sixty  days  prior  review  and  comment  on  any  proposed  rule  or 
regulation  of  the  Commission,  except  for  rules  or  regulations  promulgated 
on  an  emergency  basis,  issued  pursuant  to  sections  thirty-seven  to 
forty-six,  inclusive." 

Executive  Order  #145;    Notice  to  Agencies  Representing  Cities  and  Towns 

Executive  Order  #145  requires  14  days  notice  regarding  fiscal  impact 
to  the  agencies  named  therein  prior  to  commencement  of  notice  period  under 
G.L.  c.  30A. 

Federal  Regulatory  Requirements  Under  Title  XIX  of  the  Social  Security  Act 

Regulations  which  require  amendments  to  the  Commonwealth's  "Medicaid 
State  Plan"  must  be  submitted,  during  the  quarter  in  which  thev  first 
become  effective,  to  the  Department  of  Health  and  Human  Services.  The 
Massachusetts  Department  of  Public  Welfare  transmits  these  amendments  which 
are  prepared  with  the  assistance  of  counsel  from  both  agencies. 

Federal   regulations   codified   at    42    CFR    447    set    forth  specific 
requirements  for  notice  of  any  change  in  the  method  or  level  of  reimburse- 
ment for  services  under  the  Medicaid  program. 

Fiscal  Impact  Statement  to  be  Filed  with  Secretary  of  State  (Chapter  367,  s 
43,  of  the  Acts  of  1978) 

Each  regulation  filed  with  the  Secretary  of  State's  office  must  be 
accompanied  by  a  fiscal  impact  statement. 

Compliance  with  Regulations  of  the  Secretary  of  State's  Office  (G.L.  c. 
30A,  ss  5-6A  and  950  CMR  20.00) 

Each  regulation  must  be  typed  and  filed  according  to  rules  and 
regulations  strictly  enforced  by  the  Secretary  of  State's  office  to  ensure 
that  the  Code  of  Massachusetts  Regulations  is  uniform,  up-to-date  and 
correct. 
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The  foregoing  legal  requirements  applicable  to  the  promulgation  of 
regulations  by  the  Commission  demonstrate  that  the  Commission's  output  is 
subject  to  careful  scrutiny  by  a  broad  range  of  interested  parties, 
including  several  committees  of  the  legislature. 

These  numerous  requirements  call  for  extraordinarv  diliqence  on  the 
part  of  Legal  and  Administrative  staff  to  fulfill  the  steps  needed  to  make 
a  regulation  effective. 

In  addition  to  the  advisory  and  litigative  work  done  for  the 
Commission,  staff  of  the  legal  Bureau  provides  assistance  to  the  Attorney 
General's  Office  in  its  handling  of  suits  brought  on  behalf  of  the 
Commission  (affirmative  litigation)  and  suits  challenging  the  Commission's 
regulations. 

MAJOR  PROJECTS  AND  ACTIVITIES  DURING  FISCAL  YEAR  1986 

Among  the  major  projects  and  problems  which  required  legal  input 
during  Fiscal  Year  1986  were  the  following: 

Case  Mix  Data  Project 

This  year  saw  the  promulgation  of  a  special  regulation  designed  to 
govern  the  dissemination  of  certain  data  collected  by  the  Commission 
regarding  patients  in  acute  care  hospitals  within  the  Commonwealth .  After 
the  new  regulation  was  formally  adopted,  the  legal  staff  began  to  work  with 
a  special  inter-bureau  committee  to  process  requests  for  the  data.  The 
committee  consists  of  the  Executive  Secretary,  the  General  Counsel,  and 
representatives  from  the  Bureau  of  Hospitals  and  Bureau  of  Systems 
Development.  Thanks  to  the  efforts  of  this  committee,  the  dissemination  of 
these  data  is  accomplished  in  an  orderly  and  consistent  fashion  in  which 
the  public's  need  to  know  is  carefully  balanced  against  the  rights  of 
privacy  of  the  individuals.  It  should  be  emphasized  that  no  individual  can 
be  directly  or  indirectly  identified  through  these  data.  Nonetheless,  the 
Commission  takes  particular  care  to  edit  and  review  the  tapes,  as  well  as 
the  requests  for  copies  of  edited  tapes. 


A  number  of  health  care  and  educational  facilities  went  into 
receivership  in  Fiscal  Year  1986.  Others  had  been  taken  over  by 
court-appointed  receivers  in  previous  fiscal  years  and  were  still  being 
operated  by  those  individuals.  Of  the  ongoing  receiverships,  the 
Newburyport / Pentucke t  Chronic  Hospital  receivership,  the  Ashmere  Nursing 
Home  receivership  and  the  Avalon  School  receivership  required  a 
considerable  amount  of  attention,  not  only  from  the  legal  staff  at  the 
Commission,  but  from  the  staff  at  the  Attorney  General's  Office.  It  is  the 
Attorney  General  who  commences  receivership  proceedings  in  circumstances 
involving  risks  to  patients  or  clients.  The  Commission's  program  and  legal 
staff  work  with  the  staff  of  the  Attorney  General's  Office  to  resolve  the 
unique  and  difficult  reimbursement  issues  posed  by  receiverships. 

Of  the  receiverships  that  arose  in  Fiscal  Year  1986,  one  was  governed 
by  the  provisions  of  The  Long-Term  Care  Patient  Protector  Receivership  law 
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(G.L.c  111,  s.).  This  was  the  Human  Services  Resource  Corporation  case 
(HSRC)  involving  ICF-MR  facilities  located  on  the  South  Shore.  The  other 
important  receivership  was  the  Grover  Manor  Hospital  case.  Because  the 
receivership  law  pertains  at  this  time  only  to  long  term  care  institutions, 
Grover  Manor,  like  Avalon  School,  presented  novel  legal  issues  which  could 
not  be  resolved  through  resort  to  the  statute.  Although  neither 
receivership  has  been  terminated  as  of  this  writing,  it  appears  that  the 
receiver  in  charge  of  HSRC,  Inc  may  be  finding  new  premises  for  the 
program's  operations,  while  the  Massachusetts  Department  of  Public  Welfare 
will  be  seeking  placements  for  the  patients  at  Grover  Manor  Hospital,  which 
will  cease  operations  as  a  health  care  facility  during  Fiscal  Year  1987. 

One  side-effect  of  the  Grover  Manor  case  was  a  stepping-up  of  the 
Commission's  efforts  to  provide  rate  relief  for  chronic  hospital  facilities 
in  transition.  During  Fiscal  Year  1986,  staff  of  the  Legal  Bureau  assisted 
the  Hospital  Bureau  staff  in  devising  regulations  permitting  special 
transitional  rates  for  facilities  experiencing  a  decline  in  census  due  to 
pending  receivership  proceedings  or  because  they  are  downgrading  from  a 
chronic  hospital  status  to  become  a  long-term  care  facility. 

Issues  Arising  Under  Hospital  "Wrap-around"  Legislation 

Fiscal  Year  1986  was  the  second  year  of  experience  under  the  successor 
law  to  Chapter  372.  Under  the  so-called  "wrap-around"  legislation  (Chapter 
574  of  the  Acts  of  1985) ,  acute  care  hospitals  are  paid  by  Medicare  (the 
federal  system  for  the  elderly)  under  the  Prospective  Payment  System,  using 
Diagnostic  Related  Groups  (DRG's) .  All  other  major  payors  followed  the 
general  principles  embodied  in  the  master  contract  between  Blue  Cross  of 
Massachusetts,  Inc.  and  acute  care  hospitals  (Hospital  Agreement  HA-30) 
Because  the  Commission's  role  under  the  new  legislation  was  enhanced  to 
require  direct  review  of  requests  for  exceptions  to  the  Maximum  Allowable 
Cost  (MAC)  allowance,  there  has  been  a  corresponding  increase  in  requests 
for  legal  advice  concerning  the  interpretation  of  the  agreement.  In 
addition,  questions  arose  regarding  the  impact  of  proposed  hospital 
linkages  undertaken  to  respond  to  the  limitations  imposed  by  the 
reimbursement  methodology  as  it  operates  over  the  years  to  reduce  excess 
cost  in  the  system.  The  Commission  also  examined  the  ramifications  of  a 
unique,  jointly-sponsored  emergency  helicopter  service  whose  costs  are 
partially  underwritten  by  a  group  of  Boston-based  acute  care  hospitals. 

One  of  the  most  thorny  issues  arising  from  the  "wrap-around" 
legislation  is  the  definition  of  the  population  entitled  to  receive  free 
care  and  to  be  exempt  from  credit  and  collection  efforts  by  hospitals.  The 
Commission's  Hospital  Bureau  staff  worked  closely  with  the  legal  staff  to 
develop  credit  and  collection  regulations  which  would  accomplish  the 
legislation's  purpose  without  creating  undue  burdens  on  hospital 
administrators.  The  legal  staff  also  worked  on  developing  such  regulations 
for  use  by  community  health  centers,  under  the  Medicaid  program, 
implementing  legislation  that  created  a  bad  debt/ free  care  pool  for 
publicly-aided  individuals  receiving  care  in  these  facilities. 

Other  Projects  and  Issues 

Commission  legal  staff  devised  and  presented  two  Commission-wide 
educational  programs  in  Fiscal  Year  1986.    The  first  of  these  was  a  talk  on 
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the  history  of  the  Commission  as  seen  through  major  court  cases  involving 
this  agency;  the  second  talk  concerned  the  Commonwealth's  public  records 
law  and  how  it  applies  to  records  kept  at  the  Commission.  Both  talks  were 
prepared  and  delivered  by  the  General  Counsel. 

Staff  of  the  legal  Bureau  sat  on  or  advised  various  committees  and 
task  forces  established  to  consider  reimbursement  policy.  Among  these  were 
the  Chronic  Hospital  Taskforce,  the  Homemaker  Task  force,  and  the  Case  Mix 
Review  Committee,  established  in  Fiscal  Year  1985  to  handle  request  for 
certain  hospital  case  mix  data  under  a  new  regulation  of  the  Qarmission, 
designated  as  114.5  CMR  2.00. 

Legal  staff  worked  with  the  Commissioners  to  prepare  for  agencv-wide 
implementation  of  the  Fair  Labor  Standards  Act,  made  applicable  to  state 
and  municipal  authorities  as  a  result  of  a  Supreme  Court  decision. 

Finally,  a  good  deal  of  time  and  effort  was  spent  by  the  legal  staff 
dealing  with  legislative  questions.  In  each  session,  staff  members  oversee 
the  identification  of  bills  directly  or  indirectly  affecting  the 
Commission.  After  the  bills  of  interest  have  been  identified,  the  bills 
are  analyzed  and  summarized  by  the  General  Counsel  and  Legislative 
Assistant.  The  next  task  is  to  prepare  testimony  for  legislative  hearings 
and  to  answer  inquiries  regarding  the  legislation  from  various  individuals, 
including  committees  of  the  legislature.  After  the  hearings,  this  office 
tracks  all  legislation  of  direct  and  indirect  interest  to  the  Commission, 
drafting  memoranda  and  letters  as  necessary  as  the  bills  follow  their 
respective  paths. 

Halfway  through  Fiscal  Year  1986,  the  1985  legislative  session  came  to 
a  close.  The  Committee  on  Health  Care,  the  legislative  committee  with 
principal  jurisdiction  over  the  Commission,  reported  out  unfavorably 
several  bills  which  the  Commission  opposed  in  testimony  before  the 
Committee  earlier  in  the  year.  When  the  Senate  and  House  accepted  these 
adverse  reports,  proposals  exempting  small  hospitals  from  the  charge 
control  law,  increasing  nursing  home  rates  for  out-of-state  residents, 
providing  bonuses  to  pediatric  nursing  homes,  and  delaying  the  effective 
date  of  hospital  regulations  were  defeated. 

Two  bills  receiving  favorable  reports,  one  requiring  annual 
determination  of  rates  of  non-institutional  providers  and  another  setting 
final  nursing  home  rates  in  all  cases  without  a  field  audit  were  defeated 
in  Senate  and  House  Ways  and  Means,  respectively;  in  both  cases,  the 
Commission  registered  its  opposition  in  correspondence  with  staff  analysts. 
H-6224,  codifying  a  new  mechanism  for  funding  the  Commission,  passed  the 
House  and  died  in' Senate  Ways  and  Means  at  the  end  of  the  session. 

Emerging  from  the  1985  session  were  three  major  laws.  Chapter  574 — 
the  successor  law  to  Chapter  372,  the  hospital  cost  containment  statute  of 
1982 — allocated  among  Blue  Cross  and  commercial  insurers  the  loss  of  21.5 
million  dollars  in  bad  debt  and  free  care  experience  attributable  to  the 
departure  of  Medicare  from  the  state's  regulatory  scheme.  Chapter  574  also 
established    a    study    commission    to    make    legislative    and  executive 
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recommendations  on  revisions  to  the  hospital  cost  containment  law.  In 
response  to  Medicare's  new  payment  system,  the  "diagnosis-related  group" 
system,  concern  about  inappropriate  discharges  of  patients  resulted  in  the 
creation  under  this  law  of  an  office  within  the  Massachusetts  Department  of 
Public  Health  to  handle  consumer  complaints.  Finally,  this  law  directed 
the  Commission  to  determine  how  hospital-based  community  health  centers 
were  to  be  reimbursed  with  state  funds  for  uncompensated  care  for  Fiscal 
Year  1986  and  1987. 

Among  the  provisions  of  Chapter  572,  a  major  reform  of  the  Worker's 
Compensation  system,  were  two  which  directly  affected  the  Commission.  One 
reaffirmed  the  Commission's  role  in  establishing  rates  of  payment  to 
hospitals  and  health  care  providers.  A  second  required  the  Commission  to 
revise  non-institutional  rates  as  of  July  1,  1988  to  reflect  the  findings 
of  the  Commission's  review  of  the  adequacy  of  rates.  In  the  interim,  the 
Commission  was  instructed  to  establish,  effective  January  1,  1986,  the 
lesser  of  either  the  Medicare  rate  on  July  1,  1985  or  150%  of  the  rate  for 
state  governmental  units  on  July  1,  1985;  or,  for  nonreimbursable  services 
under  Medicare,  150%  of  the  July  1,  1985  rate  for  state  governmental  units. 

Finally,  Chapter  761  extended  to  providers  of  social,  rehabilitative, 
and  educational  services  the  provisions  of  law  concerning  unrestricted 
income.  Specifically,  the  law  provides  that  the  Commission,  as  with 
hospitals,  may  no  longer  consider  these  sources  of  revenue  in  computing 
rates. 

In  the  1986  legislative  session,  many  of  the  bills  unsuccessful  in  the 
previous  year  resurfaced.  In  hearings  before  the  Health  Care  Committee  in 
March,  the  Commission  reiterated  its  opposition  to  their  passage.  S.523, 
newly  filed  in  response  to  the  rising  costs  of  malpractice  insurance,  would 
have  required  the  Commission  to  set  physician  rates  which  were  sensitive  to 
the  fluctuation  in  premiums;  the  Commission  noted  that  it  already  takes 
costs  of  malpractice  premiums  into  account  in  developing  its  class-based 
fee  schedule.    The  bill  was  sent  to  a  study  committee. 

The  end  of  Fiscal  Year  1986  saw  the  defeat  of  most  of  these  bills. 
Still  in  progress  were  measures  which  were  destined  to  become  law:  1) 
outside  budget  sections  governing  rate  increases  for  nursing  homes  and 
social  and  rehabilitative  programs  authorizing  higher  salaries  for  nurses 
and  direct  care  employees  and  provisions  governing  oversight  of  purchased 
services;  2)  H.6397,  setting  minimum  standards  for  training  nurses'  aides 
in  long  term  care  facilities  and  permitting  owners  to  recoup  the  cost  of 
complying  with  this  requirement  in  their  final  rates;  and  3)  H.6416, 
prohibiting  any  insurer  from  reimbursing  any  health  care  provider  at  a  rate 
determined  "by  reference  to  the  lowest  price  paid  that  provider"  by  any 
other  insurer  or  federal  or  state  government.  These  bills  became  Chapter 
206,  Chapter  567,  and  Chapter  618  of  the  Acts  of  1986,  respectively. 

Within  weeks  of  the  start  of  Fiscal  Year  1987,  Governor  Michael  S. 
Dukakis  signed  seminal  legislation  to  revamp  the  state's  medical 
malpractice  system.  As  part  of  that  reform,  the  Commission  was  required  to 
implement  the  principles  embodied  in  S.523,  discussed  above. 
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DIVISION  OF  ADMINISTRATIVE  LAW  APPEALS 

The  Division  of  Administrative  Law  Appeals  is  an  independent 
adjudicatory  body  within  the  Secretarial  of  Administration  and  Finance. 
Rate  appeals  are  heard  by  magistrates  of  the  Division  of  Administrative  Law 
Appeals  under  G.L.  c.  6A,  s.  36.  Cases  heard  by  the  Division's  magistrates 
in  Fiscal  Year  1986  included  the  following: 

Long  Term  Care  Facilities 

One  of  the  first  cases  decided  in  Fiscal  Year  1986  involving  nursing 
homes  was  resolved  by  the  Division  on  purely  procedural  grounds.  In 
First  Danielson  Corporation  d/b/a  Milton  View  Nursing  Home  vs.  Rate  Setting 
CcmTiission,  HD-5928,  the  Division  dismissed  an  appeal  for  failure  to  comply 
with  the  thirty-day  filing  requirement  set  forth  in  G.L.c.  6A,  s.  36.  The 
appellant  argued  that  it  had  not  received  actual  notice  of  the  contested 
rate  until  thirty  days  had  expired.  However,  the  evidence  also  revealed 
that  the  appellant  had  filed  the  initial  appeal  over  thirty  days  from  the 
date  of  actual  notice.  Thus,  even  though  a  "tolling"  of  the  limit  might 
have  been  appropriate,  no  such  relief  was  available  on  these  facts  and  the 
case  was  dismissed. 

Another  decision  rendered  early  in  Fiscal  Year  1986  concerned  issues 
largely  related  to  the  management  of  the  facility  by  an  out-of-state 
management  company  (See  Bancroft  House  Healthcare,  et  al.  vs.  Rate  Setting 
Commission,  HD-5143-5151) .  While  a  previous  agreement  was  deemed  to  cover 
transfers  of  appellant's  funds  to  its  home  office  for  the  purpose  of  paving 
taxes  (despite  the  Commission's  claim  that  circumstances  had  changed),  the 
Conmission  was  upheld  on  a  number  of  other  issues  arising  from  the 
provider's  relationship  with  the  parent  organization,  First  Healthcare. 
The  Division  ruled  that  the  Commission's  allocation  of  expenses  to  the 
management  company  was  correct,  that  the  administration  and  policy  planning 
allowance  adequately  covered  the  provider's  reasonable  administrative 
costs,  and  that  home  office  costs  not  properly  claimed  on  an  RSC-3  could 
not  be  awarded  at  trial,  but  would  have  to  be  scrutinized  first  by 
Commission  staff.  The  Division  ruled  for  the  provider  on  certain  small 
expense  issues  (inclusion  of  certain  receivables  in  the  calculation  of 
equity,  and  the  inclusion  of  prepaid  worker's  compensation  expense  in  the 
calculation  of  equity) . 

The  issue  of  whether  a  fee  paid  for  negotiating  an  extension  to  a 
mortgage  was  a  reasonable  and  necessary  cost  of  patient  care  was  considered 
in  the  case  of  T.-iherty  Pavilion  Nursing  Home  vs.  Rate  Setting  Commission, 
HD-5544.  Ruling  for  the  Commission,  the  magistrate  remarked  that  the 
provider  was,  in  effect,  "asking  that  a  new  subsection  to  114.2  CMR  2.06  be 
created."  The  magistrate  remarked  further  that  "this  would  be  without  the 
scope  of  review  of  the  Division  of  Administrative  Law  Appeals." 

Two  cases  decided  in  the  last  fiscal  year  shed  light  on  the  Division's 
position  regarding  the  administrative  and  policy  planning  allowance 
(A. P. P. A.).  The  first  of  these,  Braemoor  Nursing  Home  vs.  Pate  Setting 
Commission,  HD-5329,  was  a  case  in  which  the  disallowed  salary  expense  was 
that  of  an  employee  whom  the  Commission  believed  was  partially  covered  by 
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the  A. P. P. A.  At  the  trial,  the  provider  asserted  that  the  individual  (the 
Director  of  Environmental  Services)  was  not  an  "assistant  administrator," 
as  the  Commission  had  believed.  The  Division  believed,  however,  that 
despite  his  title,  the  evidence  showed  that  at  least  sixty  percent  of  the 
individual's  time  was  spent  in  the  administrative  function.  The  Division 
disallowed  the  entire  salary,  plus  fringe  benefits,  establishing  the 
principle  that  the  salary  of  a  person  performing  what  is  "primarily"  an 
A. P. P.  function,  will  be  disallowed  if  it  exceeds  the  allowance  set  forth 
in  the  regulation.  Monies  paid  to  employees  alleged  to  be  "incentives" 
etc.  were  disallowed,  following  Commission  policy,  as  bonuses. 

New  Stevens  Hall,  Inc.,  et  al.  vs.  Rate  Setting  Commission  involved  a 
challenge  by  a  provider  managed  by  the  New  Medico  group.  The  provider 
sought  to  show  that  the  extra  level  of  administrative  expense  it  had 
incurred  to  manage  its  operations  should  be  reimbursed  separately  and 
should  not  be  limited  by  the  allowance  in  the  regulation.  The  provider 
claimed  that  these  costs  should  be  allowed  by  the  Division  of 
Administrative  Law  Appeals  notwithstanding  the  Commission's  regulations 
because  they  promoted  efficiency.  The  Division  did  not  agree  that  the 
provider  had  made  the  showing  it  promised,  and  ruled  further  that  New 
Medico's  decision  to  hire  an  extra  level  of  administration  was  its  own 
choice  and  did  not  require  additional  reimbursement.  Of  undoubted 
significance  in  this  case  was  the  Division's  finding  that  the  methodology 
employed  by  the  Carmission  does  reward  efficiency  and  that  the  provider  had 
benefitted  from  this  incentive  in  an  amount  which  exceeded  the  disallowed 
salaries  by  $250,000.  The  magistrate  therefore  declined  to  require  the 
Commission  to  add  additional  expense  to  the  rate.  This  decision  was 
significant  in  that  it  upheld  the  use  of  norms  in  the  reimbursement 
methodology  against  a  claim  that  chains,  whose  costs  depart  from  the 
approved  levels  or  norms,  should  receive  individualized  rates  based  on 
their  actual  expenses.  The  Division  also  rejected  the  provider's  claim 
that  expenses  such  Christmas  turkeys,  parties  and  appreciation  dinners  were 
fringe  benefits  rather  than  bonuses,  which  are  specifically  disallowed 
under  the  regulation,  citing  earlier  decisions  by  the  Division. 

Casa  Grande  and  Case  Seville  vs.  Rate  Setting  Commission,  HD-2632, 
3683,  3782  4362,  4363,  4715,  4716  involved  challenges  to  1974,  1975  and 
1976  final  rates  for  the  two  providers  in  these  consolidated  cases.  In 
essence,  the  provider  was  challenging  each  and  every  disallowance  made  by 
the  Commission  in  calculating  allowable  expenses.  In  large  part,  these 
claims  were  found  to  be  without  merit  due  to  the  inability  of  the  provider 
to  produce  documentation  of  the  disputed  expense.  Thus,  the  Division  ruled 
that  a  group  insurance  premium  that  does  not  identify  the  members  of  the 
group  is  not  reimbursable,  related  party  salaries  not  supported  by  time 
cards  are  nor  reimbursable,  salary  of  a  corporate  general  counsel  is  not 
reimbursable  without  evidence  that  the  performed  services  related  to  the 
homes.  Where  credible,  substantial  evidence  was  provided  at  trial,  certain 
disallowances  were  partially  reversed  (telephone  expense's,  certain  office 
supplies,  accounting  expenses).  The  Division  also  ruled  that  the 
Commission's  determination  of  fixed  asset  basis  can  be  altered  if  the 
Commission  later  receives  information  showing  that  its  original  calculation 
was  erroneous.    Finally,  the  providers  here  had  argued  that  they  were  under 
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no  dutv  to  disclose  their  private  rates.  The  Division  ruled  that  this 
information  must  be  supplied  in  order  to  allow  the  Ccnmission  to  ensure 
that  the  Medicaid  rate  does  not  exceed  the  private  rate. 

Another  case  involving  the  reimbursable  basis  of  fixed  assets  was 
Christian  Hill,  Inc.  d/b/a  Willowood  Nursing  and  Retirement  Facility  vs. 
Rate  Setting  Ccnmission,  HD-5503.  Here  the  provider  sought  to  have  its 
reimbursable  basis  increased  by  an  additional  $43,000,  allegedly  because  it 
had  added  three  beds  in  1981.  The  evidence  showed,  however,  that  there 
were  no  additional  costs  associated  with  the  adding  of  these  beds. 
Moreover,  the  costs  of  the  beds  were  already  included  in  the  original  cost 
figures;  to  obtain  three  new  beds  the  home  had  simply  converted  private 
rooms  into  semi-private  rooms.  Finally,  the  evidence  snowed  that  which  the 
provider  had  set  forth  in  its  D.O.N,  application. 

In  a  case  involving  the  rule  preventing  a  step-up  in  basis  upon  sale 
between  related  parties,  the  Division  ruled  that  the  sale  of  a  facility  to 
a  limited  partner  owning  a  19.25%  interest  in  the  facility  and  in  the 
partnership  which  owned  it,  was  a  sale  between  related  parties  within  the 
meaning  of  the  Commission's  regulations.  The  Division  upheld  the 
Commission's  interpretation  of  its  regulations  against  expert  evidence  that 
for  tax  purposes,  and  under  general  accounting  principles,  the  sale  would 
not  be  deemed  to  have  been  between  related  parties.  (See  Greenery  Nursing 
Home  vs.  Rate  Setting  Ccmission,  HD-5001)  . 

Finally,  in  another  case  involving  real  estate,  the  Division  upheld 
the  Canriission '  s  disallowance  of  real  estate  taxes  attributable  to 
fifty-two  acres  of  swampland  owned  by  the  North  River  Nursing  Home.  The 
appellant  had  argued  that  the  entire  acreage  was  related  to  patient  care. 
However,  the  Division  ruled  that  "the  fact  that  the  patient  may  benefit 
from  the  remaining  52  acres  in  their  natural  state,  does  not  mean  the  home 
should  be  reimbursed  where  the  expense  is  not  directly  related  to  patient 
care."  In  another  issue,  proof  that  the  owner's  wife  actually  did  work  of 
the  facility  (payroll  sheets  and  testimony  of  a  co-worker  produced  for  the 
first  time  at  trial) ,  the  Division  allowed  the  salary  which  had  been 
disallowed  on  audit  for  lack  of  documentation. 

Hospitals 

A  handful  of  hospital  decisions  came  down  from  the  Division  in  Fiscal 
Year  1986.  These  included  a  decision  upon  remand  in  the  appeals  of 
Baystate  Medical  Center  vs.  Rate  Setting  Conroission,  HD-2937,  3074,  3576. 
The  remand  order  concerned  a  1982  decision  by  the  Division  in  which, 
according  to  the  appellant,  the  hearing  officer  had  allegedly  found  facts 
which  would  warrant  relief  based  on  appellant's  theory  of  "case  mix 
intensity"  but  had  failed  to  order  the  relief.  The  hearing  officer 
reiterated  in  his  decision  after  remand  that  he  had  never  meant  to  oblige 
the  Conmission  to  recalculate  a  rate  to  include  costs  attributable  to  "case 
mix  intensity"  even  though  he  believed  that  the  evidence  did  show  case  mix 
intensity.  The  provider  did  receive  relief  for  so-called  "Berkshire" 
(length  of  stay)  intensity  and  was  not,  in  the  opinion  of  the  Division, 
entitled  to  additional  reimbursement  for   "case  mix"   intensity,  although 
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that  evidence  proved  to  be  of  some  value  to  the  magistrate  in  reaching  his 
conclusion  that  a  case  for  "Berkshire"  type  intensity  had  been  made. 

Another  hospital  provider,  this  time  a  psychiatric  hospital  rather 
than  an  acute-care  facility,  was  successful  in  persuading  the  Division  to 
allow  its  claim  for  increased  costs  attributable  to  alleged  increases  in 
case  mix  intensity  (see  McLean  Hospital  vs.  Rate  Setting  Commission, 
HD-5516  &  HD-5743) .  The  appeal  was  filed  after  a  review  by  Bureau  of 
Hospitals  staff  determined  that  no  case  mix  relief  was  warranted.  At  the 
trial,  the  Division  permitted  the  provide  to  present  evidence  never 
presented  before  the  Commission  and  appeared  to  ignore  the  requirement  in 
the  regulation  that  such  costs  be  found  "beyond  the  reasonable  control"  of 
the  hospital  before  they  will  be  allowed  in  the  current  year.  The  provider 
also  sought  reimbursement  for  costs  associated  with  a  budget  year  effort  to 
achieve  inter-hospital  wage-parity  for  physicians.  Here  the  magistrate 
opined  that  the  regulation  was  defective  because  it  allowed  adjustments 
only  to  correct  intra-hospital  wage  in  balances  and  did  not  permit 
recognition  of  budget  year  inter-hospital  wage  parity  increases.  The 
Commission's  evidence  regarding  the  reasons  for  its  policy  choices  was 
excluded  by  the  magistrate,  who  remarked  that  the  method  set  forth  in  the 
regulation  was  "an  extremely  limited  concept."  This  decision  has  been 
appealed  by  the  Commission. 

Finally,  the  Division  rendered  a  series  of  decisions  regarding  the 
vexing  question  of  payments  for  "Administratively  Necessary  Days"  (ANDs) . 
ANDs  are  days  of  inpatient  care  spent  by  patients  in  acute  care  or  chronic 
care  hospitals  after  it  has  been  determined  that  such  patients  no  longer 
require  hospital- level  care.  The  subject  of  reimbursement  for  ANDs  has 
been  considered  by  the  courts  in  two  recent  cases  (Addison  Gilbert  Hospital 
and  New  England  Memorial  Hospital) ,  but  neither  of  these  cases  reached  the 
merits.  The  merits  of  rates  for  ANDs  were  reached  by  the  Division  first  in 
a  series  of  appeals  brought  by  acute  care  hospitals:  Faulkner  Hospital 
(HD-4412,4463) ,  Salem  Hospital  (HD-4399,  4644),  Somerville  Hospital 
(HD-4636) ,  Noble  Hospital  (HD-4403,  4635)  Winthrop  Hospital  (HD-4697, 
5155) ,  Worcester  Memorial  Hospital  (HD-4400,  4663) ,  Melrose-Wakefield 
Hospital  (HD-4632)  and  Providence  Hospital  (HD-5225) .  In  each  of  these 
cases,  the  providers  had  failed  to  qualify  for  an  adjustment  to  the  lower 
AND  rate  as  none  of  the  hospitals  had  met  discharge  planning  criteria 
imposed  by  the  Department  of  Public  Welfare.  These  criteria  were 
incorporated  by  reference  into  the  Commission's  regulations  as  the  standard 
for  determining  eligibility  for  rate  relief.  Ruling  in  each  case  for  the 
hospitals,  the  Division  made  generalized  findings  of  fact  concerning  the 
nature  of  the  AND  patient,  the  type  of  care  which  such  a  patient  required 
and  the  costs  associated  with  the  care  of  such  patients.  In  essence,  the 
magistrate  was  invalidating  the  regulatory  method  and  the  criteria  employed 
by  the  two  agencies  to  address  this  problem.  While  the  Supreme  Judicial 
Court  decision  in  New  England  Memorial  Hospital  vs.  Rate  Setting  Commission 
et  al.  effectively  made  these  cases  moot,  the  Commission  has  appealed  these 
cases  because  it  believes  that  the  magistrate  should  not  have  disregarded 
evidence  of  prior  agency  review  or  action  and  should  have  paid  some 
deference  to  the  regulations  of  both  the  Commission  and  the  Massachusetts 
Department  of  Public  Welfare. 
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In  the  first  decision  involving  AND  rates  for  chronic  care  hospitals, 
the  Division  initially  ruled  for  the  Commission  and  subsequently  reversed 
itself  upon  the  appellant's  motion  for  reconsideration.  The  hospital  had 
appealed  its  Fiscal  Year  1984  and  Fiscal  Year  1985  "AND"  rates  for  patients 
receiving  Level  II  and  Level  III  care  at  the  facility  (St.  Camillus 
Hospital  vs.  Rate  Setting  Commission,  HD-5479  and  5756) .  The  Commission 
sought  to  dismiss  the  appeal  because  proceedings  were  then  pending  at  the 
Massachusetts  Department  of  Public  Welfare  concerning  the  appropriate 
classification  of  the  hospitals  patients.  DPW's  Utilization  Review  Team 
had  determined  that  during  Fiscal  Year  1984  and  1985,  the  very  years  in 
question,  less  than  10  percent  of  the  patients  at  the  hospital  were 
appropriately  placed.  DPW  was  therefore  seeking  to  recoup  the  difference 
between  the  chronic  rate  and  the  AND  rates  for  such  patients.  The  hospital 
appealed  this  action  at  DPW. 


Notwithstanding  the  pendency  of  these  proceedings,  the  magistrate 
ruled  that  the  case  was  ripe  for  review.  At  trial,  the  Commission 
introduced  evidence  to  show  that  the  AND  patients  at  St.  Camillus  did  not 
require  "heavy"  care  and  that  St.  Camillus*  extra  nursing  care  costs  were 
attributable  to  inefficient  use  of  nursing  personnel.  The  Division  took 
jurisdiction  of  the  matter  despite  the  Commission's  arguments  that  its 
determination  was  inseparable  from  DPW's  level  of  care  determinations. 
The  Division  then  ruled  that  the  provider  had  failed  to  prove  that  its 
patients  required  more  than  3.0  hours  of  nursing  care  per  day.  However, 
upon  reconsideration,  the  Division  reversed  itself  completely  and  ruled 
that  all  of  the  excess  nursing  costs  were  necessary  and  proper  even  though 
the  proof  remained  that  patients  were  receiving,  on  average,  slightly  above 
3.0  hours  per  day  (the  amount  used  as  the  basis  for  the  original  rate). 
The  Division  apparently  believed  that  the  Department  of  Public  Health 
mandated  this  staffing  pattern.  This  decision  has  been  appealed  by  the 
Attorney  General's  Office  on  behalf  of  both  the  Commission  and  the  DPW. 


Schools 

Two  decisions  came  from  the  Division  regarding  schools  for  children 
with  special  needs.  In  the  first  of  these  cases,  Developmental  Learning 
Center,  Inc.  vs.  Rate  Setting  Commission,  HD-4923,  5232,  the  school 
contended  that  a  related  party  sale  of  the  school  by  a  husband  and  wife  to 
their  wholly-owned  nonprofit  corporation  must  be  treated  as  a  loan  of  funds 
between  related  parties  because  the  Commission  in  two  previous  fiscal  years 
had  treated  the  transaction  as  a  loan.  The  Commission  argued  that  it  had 
no  knowledge  at  the  time  of  the  calculation  of  the  earlier  year's  rate,  and 
that  there  was  no  real  loan,  but '  rather  an  alleged  sale  between  related 
parties.  Had  it  known  of  the  "sale,"  the  Commission  would  never  have 
recognized  the  increased  interest  payments  to  the  mortagees  who  were,  in 
effect,  also  the  mortgagors.  The  magistrate  agreed  with  the  school,  ruling 
that  the  Commission  was  forever  stopped  from  treating  the  transaction  as 
anything  but  a  loan.  She  also  ruled  that  the  Commission  must  reimburse 
principal  and  interest  associated  with  the  "loan."  The  Commission 
appealed.  The  Superior  Court  has,  by  this  writing,  reversed  the  Division 
and  the  provider  has  filed  an  appeal  from  the  Superior  Court's  decision. 
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In  Northanpton  Center  for  Children  and  Families ,  Inc.  vs.  Rate  Setting 
Cormiission,  HD-5701,  the  issue  was  teachers'  salaries.  The  Conmission  does 
not  set  the  salary  level  of  anv  emplovee  directly.  However,  the  provider 
contended  that  the  annual  tuition  rate  (here  $11,893  per  student)  was 
inadequate  to  allow  the  provider  to  offer  higher  salaries.  The  commission 
took  the  position  that  teacher  turnover,  even  if  proven,  is  an 
industry-wide  phenomenon,  not  a  problem  unique  to  Northampton  Center.  In 
the  absence  of  unique  circumstances,  the  Commission  contended,  the  provider 
is  improperly  asking  for  relief  "beyond"  the  regulations.  The  Commission 
construed  this  case  as  essentially  a  facial  attack  on  the  regulations.  In 
the  alternative,  the  Commission  contended  that  the  provider  had  not  offered 
a  reasonable  alternative  method  of  calculation  which  could  satisfy  the 
underlying  goals  of  the  regulation.  The  Division  ruled  that  the  Commission 
was  not  entitled  to  favorable  judgment  on  its  motion  for  summary  decision. 
However,  the  Commission  prevailed  on  the  merits  of  the  case  as  the  Division 
rejected  the  provider's  proposed  alternative  calculation  based  on  raw 
salary  information  from  the  Northampton  Public  Schools.  The  provider 
appealed  this  decision  to  the  Superior  Court  after  denial  of  its  motion  for 
reconsideration.  At  the  time  of  this  writing,  a  second  Division  rate 
appeal  has  been  decided  in  favor  of  the  Commission,  notwithstanding 
introduction  of  "market"  evidence  which  had  been  lacking  in  the  first 
appeal  (see  Northampton  Center  for  Families,  HD-6026.  This  decision  is 
currently  on  appeal  by  the  provider. 

Ambulatory  Care  Health  Providers 

Of  a  number  of  cases  filed  by  providers  of  ambulatory  care  services, 
only -one  went  to  trial  and  was  decided  in  Fiscal  Year  1986.  In  this  case 
the  Somerville  VNA,  Inc.  sought  a  rate  increase  for  costs  incurred  in  its 
intermediate  year  in  excess  of  base  year  costs  used  to  derive  the 
prospective  rate.  Somerville  argued  that  its  base  year  costs  should  not  be 
used  to  derive  its  rate  because  these  were  extremely  low  due  to  high  staff 
turnover  during  a  transition  period.  While  costs  were  low,  argued 
Somerville,  productivity  was  extremely  high,  so  high  that  when  the 
depressed  costs  were  divided  by  visits — as  the  formula  requires — the 
resulting  unit  rate  was  too  low.  The  magistrate  ruled  in  favor  of  the 
Commission,  observing  that  Somerville 's  decision  to  perform  visits  beyond 
the  maximum  productivity  level  was  entirely  its  own.  Had  the  agency 
accepted  a  more  modest  number  of  referrals  at  a  time  of  low  staff  capacity 
it  would  have  qualified  for  a  rate  that  rewards  productivity  which  is  above 
the  norm;  visits  per  nurse  per  day  which  exceed  the  maximum  level  are  not 
rewarded.  This  is  because  the  regulation  reimburses  on  a  per-visit  basis, 
regardless  of  actual  time  spent.  To  give  an  enhanced  rate  after  a  certain 
point  would  create  an  inappropriate  incentive. 

The  case  is  important  because  it  is  one  of  the  few  decisions  involving 
the  prospective  rate  and  a  contention  that  the  Division  should  go  beyond 
the  Commission's  regulations.  Here  the  Magistrate  recognized  that  the 
costs  at  issue  would  eventually  become  the  basis  for  the  rate  and  wrote 
that  early  recognition  of  such  costs  would  constitute  an  unwarranted 
invasion  of  the  methodology  (see  Somerville  VNA  vs.  Rate  Setting 
Commission,  HD-5823) .    Somerville  has  filed  an  appeal  from  this  decision. 
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Superior  Court /Federal  Court 

A  recent  federal  court  decision  involving  a  1978  bankruptcy  of  eight 
nursing  homes  has  resulted  in  the  dismissal  of  an  action  brought  by  the 
court-appointed  trustee  against  the  Massachusetts  Department  of  Public 
Welfare  and  the  Rate  Setting  Commission.  The  agencies  moved  to  dismiss  on 
the  ground  that  the  Eleventh  Amendment  to  the  Constitution  barred  a  suit  in 
federal  court  seeking  a  money  judgment  against  the  Commonwealth  (see  In  Re 
Louis  Almeida  et  al.  vs.  Department  of  Public  Welfare  et  al.,  vs. 
Bankruptcy  Court,  Case  No.  78-1684-L)  .  In  Almeida  the  Bankruptcy  Court 
distinguished  the  facts  of  this  action  from  the  facts  in  Newfield  House, 
Inc. ,  vs.  Massachusetts  Department  of  Public  Welfare  651  F.2d  32  (1st  Cir. 
1981),  cert,  denied,  454  U.S.  1114  (1981)  by  observing  that  a  waiver  of 
immunity  in  Newfield  was  allowed  because  the  Commonwealth  itself  had 
removed  the  case  to  federal  Court. 

In  an  important  affirmance  of  a  Superior  Court  decision,  the 
Massachusetts  Appeals  Court  ruled  that  regulations  promulgated  by  the 
Commission  regarding  reimbursement  for  nursing  homes  do  not  trigger  the 
procedural  and  substantive  protections  of  the  measure  known  as  "Proposition 
2i,"  G.L.  c.  29  and  27(c).  At  issue  was  the  regulatory  cap  of  $70.00  (or 
upper  limit)  imposed  on  otherwise  allowable  costs  of  nursing  homes  which 
are  reimbursed  by  the  Commonwealth.  The  plaintiff  argued  that  the 
regulation  was  invalid  because  it  violated  the  provisions  of  proposition 
2\.  The  Court  disagreed,  noting  that  Lynn  had  a  judicial  remedy  available 
to  it  for  attacking  the  validity  of  the  regulation  under  G.L.  c.  3 OA,  §7 
and  G.L.  c.  231A.  Had  the  Court  reached  an  opposite  result,  only 
municipally-operated  nursing  homes  would  be  outside  the  Commission's 
rate-setting,  regulatory  power  "exercised  presumably  for  the  purpose  of 
controlling  spiralling  costs  for  medical  services."  Finally,  the  court 
observed  that  in  deciding  in  favor  of  the  Commission  it  was  not 
underestimating  or  misunderstanding  "the  important  role  municipalities 
play,  and  have  historically  played,  in  the  delivery  of  nursing  home  and 
other  hospital  services.  But  municipalities,  too,  must  strain  for 
efficiency  and  keep  their  costs  for  services  to  publicly-aided  patients 
within  the  limits  properly  set  by  the  Commission." 

Administration  


The  administration  of  the  day-to-day  operations  of  the  Commission  are 
directed  by  the  Executive  Secretary.  Included  in  this  activity  are  the 
following  services. 

Information  Services 

Information  services  encompasses  a  variety  of  activities  such  as  data 
gathering  and  preparation  of  written  reports  as  required  by  the  Governor, 
the  Executive  Office  of  Human  Services,  the  Executive  Office  For 
Administration  and  Finance,  and  the  Legislature;  servicing  requests  for 
public  information  from  a  wide  variety  of  seekers  under  the  Freedom  of 
Information  Acts;  and  responding  to  inquiries  from  the  news  media.  This 
activity  includes  maintaining  an  in-house  library  and  clipping  service  to 
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keep  Commission  staff  abreast  of  the  latest  happenings  in  the  health  care 
industry  in  the  Commonwealth  and  in  the  nation. 

A  second  information  operation  is  a  subscription  service  instituted  to 
improve  the  flow  of  standard  requests  for  information  on  ongoing  Commission 
business.  For  an  annual  fee,  the  Commission  regularly  sends  subscribers 
information  on  public  hearings,  copies  of  proposed  and  promulgated  regu- 
lations, advisory  rulings,  and  a  copy  of  the  annual  report.  The  service 
eliminates  the  necessity  for  interested  parties  to  be  in  constant  touch 
with  the  Commission  in  search  of  this  information.  There  are  presently  250 
individuals  and  organizations  subscribing  to  this  service. 

The  Commission  also  maintains  an  Interested  Party  List  which  is 
up-dated  each  year.  Interested  parties  are  sent  notices  of  public 
hearings.  Any  Party  desiring  to  become  a  subscriber  or  interested  party 
should  send  a  formal  request  to  the  Executive  Secretary.  Currently  30 
organizations  and  individuals  use  this  service. 

Personnel  Services 

With  the  passage  of  Chapter  140  of  the  Acts  of  1985,  the  Fiscal  Year 
1986  budget,  the  Commission  was  able  to  complete  the  transfer  of  all  Blue 
Cross  funded  Commission  operations  to  state  funding  (Section  5,  Chapter 
176A,  G.L.) .  Planning  for  state  takeover  had  begun  in  August  1982  with  the 
submission  of  the  Commission's  initial  budget  for  Fiscal  Year  1984.  This 
takeover  marked  the  first  time  in  known  history  that  a  state  agency  had 
absorbed  a  non-government  funded  entity.  The  extensive  amount  of  time  and 
effort  in  laying  the  groundwork  resulted  in  a  smooth  transition.  Thirty-six 
Blue  Cross  employees  on  December  31,  1983  became  State  employees  on  January 
1,  1984.  This  was  followed  in  Fiscal  Years  1985  and  1986  with  the  transfer 
of  the  remaining  thirty  Blue  Cross  employees  to  the  Commission.  Much  work 
and  effort  went  into  this  takeover  effort.  The  cooperation  and  assistance 
of  the  Executive  Office  of  Human  Services ,  the  General  Court,  through  the 
Committees  of  Ways  and  Means  of  both  the  House  and  Senate,  Blue  Cross  of 
Massachusetts,  Inc.,  the  Office  of  Employee  Relations,  the  Department  of 
Personnel  Administration,  and  the  National  Association  of  Government 
Employees  proved  to  be  invaluable. 

The  Commission  continued  its  strong  commitment  to  affirmative  action 
in  Fiscal  Year  1986.  The  percentage  of  women  members  of  staff  was  51.9 
percent  as  of  June  30,  1986.  Out  of  a  workforce  of  154  individuals,  or 
19.4  percent,  were  minorities. 

The  Commission  recognized  the  outstanding  performance  of  several 
employees  during  Fiscal  Year  1986.  Recipients  of  the  Commonwealth  Citation 
for  Outstanding  Performance  were  Marie  Rover,  Head  Administrative  Assistant 
in  the  Bureau  of  Ambulatory  Care,  Charles  Forster,  Manager  in  the  Bureau  of 
Systems  Development,  and  Irene  Collins,  Administrative  Assistant  in  the 
Bureau  of  Systems  Development. 

Financial  Services 

On  July  1,  1983,  Governor  Michael  S.  Dukakis  signed  into  law  Chapter 
233,   "An  Act  to  Provide  A  Revenue  Enforcement  And  Protection  Program  for 
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the  Commonwealth. "  Section  2  requires  the  Corrmission  to  annually  assess 
all  acute  hospitals  for  estimated  expenses.  Chapter  233  remained  in  effect 
during  Fiscal  Year  1986.  Revenue  received  by  the  Commonwealth  from  all 
sources  in  Fiscal  Year  1986  was  $6,727,624. 

Other  Administrative  Activities 

The  Commission  continued  its  successful  CP.  A.  training  program 
established  a  few  years  ago.  The  program  encourages  employees  to  take  a 
CP. A.  training  course  to  prepare  them  for  the  CP. A.  exam.  The  Commission 
also  assists  those  employees  who  are  C.P.A.s  and  P.A.s  to  meet  their  annual 
continuing  professional  education  licensure  requirement.  In  Fiscal  Year 
1986,  seven  employees  took  the  exam. 

The  Commission  for  the  past  fourteen  years  has  encouraged  employee 
participation  in  the  Massachusetts  State  Employee  Blood  Donor  Program.  In 
Fiscal  Year  1986,  there  were  19  five-time  donors.  In  all,  the  employees 
donated  139  pints  of  blood.  The  employee-sponsored  program  has  been 
directed  for  the  past  thirteen  years  by  Theresa  Brutza,  of  the  Bureau  of 
Long-Term  Care  Facilities. 

Under  the  leadership  of  Chairman  Katharine  M.  Pell,  the  Commission's 
United  Way  Campaign  once  again  exceeded  its  goal.  Contributions  surpassed 
$3,000  dollars  for  Fiscal  Year  1986. 
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INTRODUCTION 

The  Commission  recognizes  the  importance  of  the  coordination  of  its 
rate-making  responsibilities  with  the  rule-making  responsibilities  of  other 
agencies.  In  this  regard,  the  Commission  has  established  three  goals  which 
it  seeks  to  achieve  in  its  relationships  with  other  agencies. 

The  Commission  seeks  to  use  its  authority  to  assure  that  standards 
established  by  regulatory  agencies  can  be  achieved,  or  at  least  that 
Commission  regulations  do  not  prevent  providers  from  complying  with  duly 
established  standards. 

The  Commission  seeks  to  use  its  authority  to  support  program 
objectives  of  purchasing  agencies. 

The  Commission  seeks  to  use  its  authority  to  complement  or  support  the 
regulatory  responsibilities  of  other  agencies  and,  where  feasible,  help  to 
enforce  regulatory  decisions  made  by  the  competent  authority. 

INTER-AGENCY  RELATIONS 
The  Commission  continues  to  make  it  a  practice  to  assure  in  its 
regulations  that  providers  receive  adequate  reimbursement  to  satisfy 
licensure  and  other  standards  promulgated  by  state  and  federal  agencies. 
For  example,  Commission  regulations  providing  for  cost-related 
reimbursement  to  institutional  providers  (specifically  hospitals,  long-term 
care  facilities,  and  child  care  agencies)  contain  allowances  for  providers 
to  receive  adjustments  in  excess  of  established  rates  or  in  excess  of  cost 
ceilings  contained  in  the  pertinent  regulation  where  the  excess  costs 
incurred  are  a  function  of  licensing  standards,  whether  imposed  by  the 
Massachusetts  Department  of  Public  Health  or  the  Office  for  Children. 

Within  this  general  objective,  however,  two  issues  emerge.  First,  the 
Commission  reserves  the  right  to  determine  the  reasonableness  of  the 
expense  incurred  in  satisfying  licensing  requirements.  That  is,  the 
Commission  feels  obliged  to  ask  whether  the  amount  expended  by  the  provider 
was  appropriate  to  achieve  the  mandated  result.  In  this  context,  the 
Commission  usually  follows  the  accounting  principles  which  require  that  the 
expenditure  occur  before  allowing  it  to  be  recouped  in  reimbursement  rates. 
In  this  way,  there  is  greater  control  over  the  appropriateness  of  the 
amount  of  the  expenditure. 

The  second  issue  involves  the  capacity  of  the  licensing  agency  to 
conduct  inspections  to  provide  information  necessary  to  support  an 
adjustment  to  the  rate.  For  example,  the  Commission's  regulation  on 
long-term  care  facilities  permits  adjustments  where  additional  nursing 
hours  are  needed  for  patients  in  "Level  III"  facilities.  However,  unless 
the  Department  of  Public  Health  has  sufficient  manpower  to  inspect  Level 
III   facilities  and  certify  the  appropriate  level  of  nursing  needs,  the 
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provider  will  not  have  an  adequate  basis  to  support  an  adjustment  request. 
Such  a  situation  highlights,  from  the  Commission's  point  of  view,  the  need 
to  ensure  that  regulatory  agencies  have  sufficient  resources  to  fulfill 
their  statutory  duties.  Only  on  this  basis  can  the  Commission  responsibly 
assure  that  rates  will  permit  providers  to  satisfy  established  standards. 

The  Commission  does  not  consider  itself  to  be  an  agency  with  direct 
program  responsibilities.  Decisions  as  to  the  nature  of  the  program 
purchased  from  providers  rest  with  the  purchasing  agency,  whether  it  be 
clinical  services  purchased  by  the  Massachusetts  Department  of  Public 
Welfare  or  residential  treatment  programs  supported  by  the  Massachusetts 
Department  of  Youth  Services.  The  Commission's  responsibility  is  to  design 
a  reimbursement  methodology  which  supports  and  furthers  the  program 
objectives  of  the  purchasing  agency. 

In  this  role,  Commission  staff  necessarily  work  closely  with  the  staff 
of  the  purchasing  agency  in  order  to  understand  program  intent  and  to 
design  compatible  reimbursement  methodologies.  Examples  of  the  often  very 
close  and  continuous  relationships  that  exist  are  the  collaborative  efforts 
that  have  produced  the  regulations  governing  pharmacy,  family  planning 
services  and  homemaker  services,  as  well  as  the  changes  in  the  Commission's 
long-term  care  facility  regulations. 

During  Fiscal  Year  1986,  the  Commission  worked  in  all  areas  to 
maintained  its  strong  responsive  relationship  with  other  agencies,  with 
providers  of  services,  and  with  consumer-oriented  organizations.  It  is  the 
intention  of  the  Rate  Setting  Commission  to  continue  its  dedication  to  this 
principle . 


- 
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REGULATIONS  AND  AMENDED  REGULATIONS 
PROMULGATED  DURING  FISCAL  YEAR  1986 


BUREAU / REGULATION 


TITLE 


DATE  ADOPTED 


Bureau  of  Hospitals 
114.1  CMR  5.00 


114.1  CMR  28.00 

114.1  CMR  3.00 
114.1  CMR  6.00 

114.1  CMR  24.00 
114.1  CMR  25.00 


114.1  CMR  30.00 
114.1  CMR  28.00 

114.1  CMR  25.00 


114.1  CMR  29.00 


Prospective  Rate  and  Charge  8/25/85 
Determination  for  Health  Care 
Facilities  Operated  by  the  Massachu- 
setts Department  of  Public  Health, 
Massachusetts  Department  of  Mental 
Health,  Counties  of  the  Commonwealth 
and  Soldiers'  Homes 

Systems  for  Review  and  Approval  of  10/03/85 
Non-Acute  Hospital  Charges,  Publicly 
Assisted  Rates  of  Payment,  and 
Industrial  Accident  Rates  of  Payment 
Prospective  Inpatient,  Outpatient  and  10/03/85 
Well-Newborn  Rate  Determination 
Inpatient,  Outpatient  Hospital 
Industrial  Accident  Rate 
Determination 

Fee  Determination  for  Residential  11/27/85 

Alcoholism  Treatment  Programs 

Operated  by  the  Massachusetts 

Department  of  Public  Health 

Review  of  Acute  Hospital  Charges, 

and  for  Determination  for  Acute 

Hospitals  of  Approved  Gross  Patient 

Service  Revenue,  Medicaid  Rates  of 

Payment,  Other  Public  Assistance 

Rates  of  Payment  and  Industrial 

Accident  Rates  of  Payment 

A  Regulation  Governing  Criteria  4/04/86 
for  Credit  and  Collection  Policies 
of  Acute  Care  Hospitals 

Systems  for  Review  and  Approval  of  4/04/86 

Non-Acute  Hospital  Charges,  Publicly 

Assisted  Rates  of  Payment,  and 

Industrial  Accident  Rates  of  Payment 

Review  of  Acute  Hospital  Charges,  and  6/03/86 

for  Determination  for  Acute  Hospital 

of  Approved  Gross  Patient  Service 

Revenue,  Medicaid  Rates  of  Payment, 

Other  Public  Assistance  Rates  of 

Payment  and  Industrial  Accident 

Rates  of  Payment 

Rate  and  Charge  Determination  for  6/30/86 
Intermedicate  Care  Facilities  for 
the  Mental  Retarded  Operated  by  the 
Massachusetts  Department  of  Mental 
Health 


Appends  A 


BUREAU  /REGULATION  TITLE  DATE  ADOPTED 


114.1  CMR  30.00         A  Regulation  Governing  Criteria  for  6/30/86 

Credit  Collection  Policies  of  Acute 
Care  Hospitals 

Bureau  of  Educational ,  Mental  and  Social  Services 


114  5 

CMR 

7.00 

R^tps  for  Eari  v  Tn1~P7n/fant"ion  PTorrr^m 

7/11/85 

'  /  XX/  O  J 

Services 

114.4 

CMR 

9.00 

Certain  Educational,  Social  and 

7/11/85 

Rehabilitive  Programs 

114.4 

CMR 

5.00 

Day  Care  Center  and  Protective  Day 

7/25/85 

Care  Programs 

114.4 

CMR 

8.00 

Voucher  Payments  for  Day  Care 

7/25/85 

Facilities 

114.5 

CMR 

6.00 

Rates  for  Certain  Substance  Abuse 

9/05/85 

Programs 

114.5 

CMR 

5.00 

Day  Care  Center  and  Protective  Day 

10/03/85 

Care  Programs 

114.5 

CMR 

7.00 

Rates  for  Early  Intervention  Program 

10/03/85 

Services 

114.4 

CMR 

9.00 

Certain  Educational,  Social  and 

3/07/86 

Rehabilitative  Programs 

114.4 

CMR 

5.00 

Day  Care  Center  and  Protective  Day 

6/30/86 

Care  Programs 

114.4 

CMR 

8.00 

Voucher  Payments  for  Day  Care 

6/30/86 

Facilities 

114.4 

CMR 

9.00 

Certain  Educational,  Social  and 

6/30/86 

Rehabilitive  Programs 

Bureau  of  Long  Term  Care  Facilities 

114.2 

CMR 

4.00 

Rates  of  Payment  to  Resident  Care 

11/21/85 

Facilities 

114.2  CMR 

3.00 

Prospective  Rate  Determination  for 

11/14/85 

Intermediate  Care  Facilities  for 

the  Mentally  Retarded  (ICF-MR) 

114.2 

CMR 

4.00 

Rates  of  Payment  to  Resident  Care 

11/14/85 

Facilities 

114.2 

CMR 

2.00 

Rates  of  Payment  to  Long-Term  Care 

3/20/86 

Facilities 

114.2 

CMR 

3.00 

Prospective  Rate  Determination  for 

6/12/86 

Intermediate  Care  Facilities  for  the 

Mentally  Retarded  (ICF-MR) 

Administration 

114.5 

CMR 

2.00 

Disclosure  of  Hospital  Casemix 

2/21/85 

and  Charge  Data 


0 


BUREAU /REGULATION  TITLE  DATE  ADOPTED 


Bureau  of  Ambulatory  Care 


114. 

3 

CMR 

3. 

00 

Heme  Health  Agency  Services 

7/11/85 

114. 

3 

CMR 

31. 

00 

Prescribed  Drugs 

7/11/85 

114. 

3 

CMR 

4. 

00 

Rates  for  Coitiminity  Health  Centers 

7/15/85 

114. 

3 

CMR 

15. 

00 

Vision  Care  Services  and  Opthalmic 

7/25/85 

Services 

114. 

3 

CMR 

29. 

00 

Psychological  Services 

7/25/85 

114. 

3 

CMR 

27. 

00 

Ambulance  Services 

7/25/85 

114. 

3 

CMR 

12. 

00 

Rates  to  be  used  by  the  Massachusetts 

9/05/85 

Department  of  Public  Welfare  for 

Family  Planning  Services  Provided  to 

Publicly-Aided  Individuals 

114. 

3 

CMR 

14. 

00 

Dental  Services 

10/17/85 

114.3 

CMR 

34. 

00 

Prostheses,  Prosthetic  Devices,  and 

9/18/85 

Orthotic  Devices 

114. 

3 

CMR 

39. 

00 

Rehabilitation  Clinic  Services, 

10/01/85 

Audiological  Services;  Restorative 

Services . 

114. 

3 

CMR 

30.00 

Team  Evaluation  Services 

10/03/85 

114.3 

CMR 

36. 

00 

Prescribed  Drugs  Cost  Report  and 

10/03/85 

Filing  Procedures 

114. 

3 

CMR 

37. 

00 

Chronic  Maintenance  Dialysis  Treat- 

10/31/85 

ments  and  Home  Dialysis  Supplies 

114. 

3 

CMR 

6. 

00 

Rates  of  Payment  for  Mental  Health 

10/31/85 

Services  Provided  in  Community  Health 

Centers  and  Mental  Health  Centers 

114.3 

CMR 

7. 

00 

Psychiatric  Day  Treatment  Center 

11/27/85 

Services 

114.3 

CMR 

19.00 

Outreach  Care  Program 

2/05/86 

114. 

3 

CMR 

10.00 

Adult  Day  Health  Services 

2/28/86 

114.3 

CMR 

28. 

00 

Chiropractic  Services 

2/28/86 

114. 

3 

CMR 

29. 

00 

Psychological  Services 

4/03/86 

114. 

3 

CMR 

8.00 

Outpatient  Tuberculosis 

4/03/86 

114. 

3 

CMR 

24. 

00 

Private  Duty  Nursing  Care 

5/20/86 

114. 

3 

CMR 

4. 

00 

Rates  of  Payment  to  Resident 

5/15/86 

Care  Facilities 

114. 

3 

CMR 

23.00 

Hearing  Aid  Dealers 

5/15/86 

114. 

3 

CMR 

6. 

00 

Rates  of  Payment  for  Mental  Health 

6/03/86 

Services  Provided  in  Community  Health 

Centers  and  Mental  Health  Centers 

114. 

3 

CMR 

7. 

00 

Psychiatric  Day  Treatment  Center 

6/03/86 

Services 

114. 

3 

CMR 

3. 

00 

Heme  Health  Agency  Services 

6/03/86 

114. 

3 

CMR 

16. 

00 

Surgery  and  Related  Anesthesia  Care 

6/03/86 

114. 

3 

CMR 

2. 

00 

General  Provisions 

6/12/86 

114. 

3 

CMR 

27. 

00 

Ambulance  Services 

6/12/86 

114. 

3 

CMR 

11. 

00 

Hcmemaker/Home  Health  Aide 

6/26/86 

A- 3 
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PUBLIC  HEARINGS  HELD  DURING  FISCAL  YEAR  1986 


DATE 


REGULATION 


SUBJECT 


7/17/85 

114.5 

CMR 

6.00 

8/01/85 

114.3 

CMR 

12.00 

8/01/85 
8/05/86 

114.3 
114.2 

CMR 
CMR 

14.00 
4.00 

8/12/85 

114.3 

CMR 

34.00 

8/28/85 

114.1 

CMR 

28.00 

8/29/85 

114.3 

CMR 

39.00 

8/29/85 

114.4 

CMR 

5.00 

8/29/85 
8/29/85 

114.3 
114.5 

CMR 
CMR 

30.00 
7.00 

9/11/85 

114.3 

CMR 

36.00 

9/23/85 

114.1 

CMR 

3.00 

9/23/85 

114.1 

CMR 

6.00 

9/23/85 

114.3 

CMR 

37.00 

9/27/85 

114.2 

CMR 

3.00 

10/10/85 

114.2 

CMR 

4.00 

10/10/86 

114.3 

CMR 

6.00 

10/21/85 

114.1 

CMR 

24.00 

11/21/85 

114.3 

CMR 

7.00 

11/21/85 

114.1 

CMR 

25.00 

Rates  for  Certain  Substance  Abuse 
Programs 

Rates  to  be  Used  by  the  Massachusetts 
Department  of  Public  Welfare  for  Family 
Planning  Services  Provided  to 
Publicly-Aided  Individuals 
Dental  Services 

Rates  of  Payment  to  Resident  Care 
Facilities 

Prostheses,  Prosthetic  Devices,  and 
Orthotic  Devices 

Systems  for  Review  and  Approval  of 
Non-Acute  Hospital  Charges,  Publicly 
Assisted  Rates  of  Payment,  and 
Industrial  Accident  Rates  of  Payment 
Rehabilitation  Clinic  Services 
Audiological  Services;  Restorative 
Services 

Day  Care  Center  and  Protective  Day  Care 
Programs 

Team  Evaluation  Services 

Rates  for  Early  Intervention  Program 

Services  Report  and  Filing  Procedures 

Prescribed  Drugs  Cost  Report  and  Filing 

Procedures 

Prospective  Inpatient,  Outpatient  and 
Well-Newborn  Rate  Determination 
Inpatient,  Outpatient  Hospital 
Industrial  Accident  Rate  Determination 
Chronic  Maintenance  Dialysis  Treatments 
and  Home  Dialysis  Supplies 
Prospective  Rate  Determination  for 
Intermediate  Care  Facilities  for  the 
Mentally  Retarded  (ICF-MR) 
Rates  of  Payment  to  Resident  Care 
Facilities 

Rates  of  Payment  for  Mental  Health 
Services  Provided  in  Community  Health 
Centers  and  Mental  Health  Centers 
Fee  Determination  for  Residential 
Alcoholism  Treatment  Programs  Operated 
By  The  Department  of  Public  Health 
Psychiatric  Day  Treatment  Center 
Services 

Review  of  Acute  Hospital  Charges,  and 
For  Determination  for  Acute  Hospitals  of 
Approved  Gross  Patient  Service  Revenue 


Appendix  B 


DATE 


REGULATION 


SUBJECT 


Medicaid  Rates  of  Payment,  Other  Public 
Assistance  Rates  of  Payment  and 


Industrial  Accident  Rates  of  Payment 

1/03/86 

114.3 

CMR 

19. 

00 

Outreach  Care  Program 

1/27/85 

114.2 

CMR 

2. 

00 

Rates  of  Payment  to  Long-Term  Care 

Facilities 

1/30/86 

114.3 

CMR 

10. 

00 

Adult  Day  Health  Services 

1/30/86 

114.3 

CMR 

28. 

00 

Chiropractic  Services 

2/3/86 

114.4 

CMR 

9. 

00 

Certain  Educational,  Social  and 

Rehabilitative  Programs 

2/10/86 

BLUE  CROSS 

2/24/86 

114.3 

CMR 

29. 

00 

Psychological  Services 

2/27/86 

114.1 

CMR 

30. 

00 

A  Regulation  Governing  Criteria  for 

Credit  and  Collection  Policies  of  Acute 

Care  Hospitals 

2/27/86 

114.1 

CMR 

28. 

00 

Systems  for  Review  and  Approval  of 

Non-Acute  Charges,  Publicly  Assisted 

Rates  of  Payment,  and  Industrial 

Accident  Rates  of  Payment 

2/24/86 

114.3 

CMR 

8. 

00 

Outpatient  Tuberculosis  Control  Services 

2/24/86 

114.3 

CMR 

24. 

00 

Private  Duty  Nursing  Care 

3/21/86 

114.1 

CMR 

25. 

00 

Review  of  Acute  Hospital  Charges,  and 

for  Determination  for  Acute  Hospitals  of 

Approved  Gross  Patient  Service  Revenue 

Medicaid  Rates  of  Payment,  Other  Public 

Assistance  Rates  of  Payment  and 

Industrial  Accident  Rates  of  Payment 

3/25/86 

114.1 

CMR 

29. 

00 

Rates  and  Charge  Determination  for 

Certain  Intermediate  Care  Facilities  for 

the  Mentally  Retarded  Operated  by  the 

Department  of  Mental  Health 

4/08/86 

114.2 

CMR 

3. 

00 

Prospective  Rate  Determination  for 

Intermediate  Care  Facilities  for  the 

Mentally  Retarded  (ICF-MR) 

4/10/86 

114.3 

CMR 

4. 

00 

Rates  for  Comnunity  Health  Centers 

4/10/86 

114.3 

CMR 

23. 

00 

Hearing  Aid  Dealers 

4/23/86 

114.3 

CMR 

6. 

00 

Rates  of  Payment  for  Mental  Health 

Services  Provided  in  Conrunity  Health 

Centers  and  Mental  Health  Centers 

4/23/86 

114.3 

CMR 

7. 

00 

Psychiatric  Day  Treatment  Center 

Services 

4/23/86 

114.3 

CMR 

3. 

00 

Home  Health  Agency  Services 

4/25/86 

114.3 

CMR 

16. 

00 

Surgery  and  Related  Anesthesia  Care 

5/12/86 

114.3 

CMR 

2. 

00 

General  Provisions 

5/12/86 

114.3 

CMR 

27. 

00 

Ambulance  Services 
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DATE 

REGULATION 

SUBJECT 

5/22/85 

114 

.3 

CMR 

11. 

00 

Homemaker/Home  Health  Aide 

5/28/86 

114 

.4 

CMR 

5. 

00 

Day  Care  Center  and  Protective  Day  Care 
Programs 

5/28/86 

114 

.4 

CMR 

8. 

00 

Voucher  Payments  for  Day  Care  Facilities 

5/28/86 

114 

.4 

CMR 

9. 

00 

Certain  Educational,  Social  and 
Rehabilitive  Programs 

5/28/86 

114 

.1 

CMR 

28. 

00 

Systems  for  Review  and  Approval  of 
Non-Acute  Hospital  Charges,  Publicly 
Assisted  Rates  of  Payment,  and 
Industrial  Accident  Rates  of  Payment 

6/05/86 

114 

.3 

CMR 

15. 

00 

Vision  Care  Services  and  Opthalmic 
Services 

6/05/86 

114 

.3 

CMR 

30. 

00 

TEAM  Evaluation  Services 

6/30/86 

114.3 

CMR 

7. 

00 

Psychiatric  Day  Treatment  Center 

Services 

6/30/86 

114 

.1 

CMR 

28. 

00 

Systems  for  Review  and  Approval  of 
Non-Acute  Hospital  Charges, 
Publicly-Assisted  Rates  of  Pavment,  and 
Industrial  Accident  Rates  of  Payment 

6/30/86 

114 

.5 

CMR 

6.00 

Rates  for  Certain  Substance  Abuse 

Programs 

6/30/86 

114 

.5 

CMR 

2. 

00 

Disclosure  of  Hospital  Case  Mix  and 

Charge  Data 
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ADVISORY  RULINGS  IN  1986 


RULING  PETITIONER  SUBJECT 


AR-1-86  David  A.  Pearlstein  Abrams,  Little-Gill  Tishman  & 

Witty,  P.C. 

RE:  Profit  Sharing  Plans 
AR-2-86  William  J.  DeTellis  Health  Share 

RE:  Shared  Savings  Contract 
AR-3-86  J.  Robert  Connor  Continental  Wingate  Company,  Inc. 

RE:  Costs  in  Excess  of  DON 
AR-4-86  Willard  L.  Basler  RE:  Rates  for  Facilities 

Transferred  from  Patient  Protector 

Receivers 

AR-5-86  Mrs.  Marion  Thompson        Brookbend  Rest  Home 

RE:  Private  Rate  Charges 
AR-6-86  Mr.  Kenneth  A.  Behar        O'Leary,  Behar  &  Kalman 

RE:  Time  of  Borrowing 
AR-8-86  Mr.  James  V.  Mecone  Mullen  &  Company 

RE:  Municipal  Foreclosure 
AR-9-86  Mr.  Fred  Lomas  The  Hillhaven  Corp. 

RE:  Director  of  Nurses 
AR-10-86  Mr.  Robert  J.  Murphy        Landa  &  Alsher 

RE:  Costs  Without  DON  Approval 
AR-11-86  Robert  J.  Murphy  Landa  &  Altsher 

RE:  Retirement  Plan 


Publication:  14781-36-600-3-87 

Approved  by  Daniel  Carter,  State  Purchasing  Agent 
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Commission  Authority 


OVERVIEW 


The  Massachusetts  Rate  Setting  Commission  is  an  administra- 
tive agency  within  the  Executive  Office  of  Human  Services  it 
is  responsible  for  the  determination  of  prices  paid  by  the  state 
for  a  wide  variety  of  services  and  procedures.  7 


chared    wlS    +1™*    °f    the  •   Commonwealth '     the    Commission  is 
^on^H?f         5    ^S    resP°nsibility    of    establishing    "fair,  rea- 
^      '     Kfn-hdeqUate      rfeS    °f  reimbursement  for  all  medical 
service,     health    care,     and    related  long-term  care  delivered  to 

?esnon^hn^d  individuals'  In  addition,  the  Commission^ 
fS  S        5        y  ?■   rate"maki^  ^ency  also  extends  to  certain 

Y§  o£  accommodations,  and  to  a  number  of  social,  educational 
and  rehabilitative  programs.  ^uwuonai 

HISTORICAL  BACKGROUND 

The      Massachusetts      Rate      Setting      Commission    came  into 
existence    on    October    1,     1968.      The  responsibility  to  review 
established  VL"^  f°f    state"Pu^ased    health    care  was 
genera      lL  yof    ^e  Jate    legislature,  and  is  set  forth  in  the 
general     laws     of    the  Commonwealth  (G.L.  c.6A,   s32) .  Initially 

r?un^meSs^f??S  C°mPriSed  °f  fiVe  Part-tim4  Commissioners1^ 

1973^  tir3io«?«?eJ  Section  12  of  Chapter  1229  of  the  Acts  of 
within  legislature    expanded  the  services  and  accommodations 

Commission's    jurisdiction.        At  the  same  time,  the 
re****™**    the    Commission    into    its  present  form 
effect'on  luly^'^4.  COmmiSsioners-        ^  ^nges  went  into 


Effective  July  1,  1975,  the  term  "general  health  supplies, 
care,  social,  rehabilitative,  or  educational  services  and 
accommodations"  was  amended  to  include  all  such  services  that 
were  not  previously  subject  to  Commission  consideration. 
Included  in  this  change  were  all  services  purchased  by  state 
agencies  and  local  educational  authorities  pursuant  to  Chapter 
766  of  the  Acts  of  1972,  the  special  education  law. 


1975 


The  Commission  "temporarily"  was  made  responsible  in  July 
for  the  review  and  approval  of  hospital  charge  increases  to 
the  general  public,  through  the  enactment  of  Chapter  424  of  the 
Acts    of    1975.        This    responsibility    was    made    permanent  and 
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broadened  through  the  enactment  of  Chapter  409  of  the  Acts  of 
1976,  effective  October  15,  1976.  The  immediate  purpose  of  this 
act,  in  part,  was  to  reorganize  the  health  care  delivery  system 
of  Massachusetts  in  an  equitable  and  feasible  manner  for  all 
citizens  of  the  Commonwealth.  An  equally  significant  develop- 
ment occurred  on  August  10,  1982  with  the  enactment  of  Chapter 
372  of  the  Acts  of  1982,  a  comprehensive  hospital  reimbursement 
plan  for  all  payors.  The  scope,  provisions,  and  effect  of 
Chapter  372  and  its  subsequent  amendments  are  described  in 
detail  in  the  Bureau  of  Hospitals  section  of  this  report. 


HEALTH  CARE  SERVICES 


Under  the  broad  regulatory  authority  set  forth  by  the  state 
legislature,  the  Commission  determines  the  rates  to  be  paid  by 
the  Commonwealth  for  a  diverse  variety  of  health  care  related 
services,  including  the  services  of  hospitals,  nursing  homes  and 
other  long-term  care  facilities,  physicians,  pharmacists,  den- 
tists, home  health  agencies,  neighborhood  health  centers,  and 
many  other  provider  groups.  A  large  proportion  of  the  services 
delivered  by  these  providers  are  purchased  by  the  Commonwealth 
under  the  Medical  Assistance  Program  (Medicaid) ,  a  state  and  fed- 
erally funded  program  administered  by  the  Massachusetts  Depart- 
ment of  Public  Welfare. 


SOCIAL.    EDUCATIONAL.   AND  REHABILITATIVE  SERVICES 


In  addition  to  medical  and  health  related  care,  the 
Commission  establishes  rates  for  social,  rehabilitative,  and 
educational  services.  For  example,  the  Commission  governs  the 
rate  of  payment  for  services  and  accommodations  purchased  by  the 
Massachusetts  Department  of  Elder  Affairs,  and  is  responsible 
for  setting  rates  for  a  variety  of  child  care  programs.  Child 
care  services  .within  the  Commission's  rate-making  authority 
include:  (1)  the  provision  of  training,  instruction,  residential 
treatment,  support  and  day  care  for  certain  blind,  deaf, 
aphasic,  and  emotionally  disturbed  children;  and  (2)  the 
provision  of  similar  services  for  youthful  offenders.  Services 
of  thi»  type  are  purchased  by  the  Massachusetts  Departments  of 
Education,  Mental  Health,  Public  Health,  Public  Welfare,  and 
Youth  Services,  and  by  the  Office  for  Children. 


STATE  INSTITUTIONS 


The  Commission  has  the  responsibility  of  establishing  fair, 
reasonable    and  adequate  charges  to  be  used  by  state  institutions 


for  provided-care,  general  health  supplies,  social,  rehabilita- 
tive or  educational  services,  and  accommodations  (G.L.  c.6A, 
s3  2.).  Approved  charges  are  based  on  actual  costs  incurred  by 
each  state  institution  reasonably  related,  in  the  circumstance 
of  each  institution,  to  the  efficient  production  or  delivery  of 
services  in  each  setting.  Under  this  authority,  the  Commission 
determines  the  rates  to  be  charged  by  state  hospitals  operated 
by  the  Masssachusetts  Departments  of  Mental  Health  and  Public 
Health,  the  Soldier's  Home  of  Massachusetts,  located  in  Chelsea, 
Mass.,  the  Soldier's  Home  in  Holyoke,  Mass.,  schools  for  the 
mentally  retarded,  and  other  facilities. 


BLUE  CROSS  OF  MASSACHUSETTS 


The  Commission  is  responsible  for  approving  contracts  be- 
tween Blue  Cross  of  Massachusetts  and  providers  of  health  care, 
and  for  approving  rates  and  final  settlements  under  these  con- 
tracts. Under  this  authority  (G.L.  C.176A,  s5.),  the  Commission 
approves  Blue  Cross  participating  and  cooperating  agreements 
with  hospitals,  mental  health  centers,  long-term  care  facili- 
ties, pharmacists,  detoxification  centers,  health  maintenance 
organizations,  and  non-hospital  health  related  support  services. 
In  exercising  this  authority,  particularly  as  it  relates  to  hos- 
pitals, the  action  of  the  Commission  exerts  a  major  influence  in 
controlling  the  cost  of  premiums  paid  by  Blue  Cross  subscribers. 


WORKMAN'S  COMPENSATION 


Under  state  law,  the  Commission  is  responsible  for 
establishing  rates  to  be  paid  by  commercial  insurance  carriers 
for  general  health  supplies  and  medical  care  delivered  to 
individuals  under  the  Workman's  Compensation  Act  (G.L.  c.152, 
sl3) .  Workman's  Compensation  in  Massachusetts  is  administered 
by  the  Industrial  Accident  Board. 


CITY  OF  BOSTON 


Finally,  the  Commission  has  the  responsibility  of  approving 
the  estimated  receipts  of  the  City  of  Boston  related  to  the 
provision  of  health  care  services  (Chapter  909  of  the  Acts  of 
1969) .  This  authority  has  a  direct  effect  on  the  tax  rate  of 
the  City  of  Boston,  since,  to  the  extent  the  City's  estimated 
costs  for  providing  health  services  may  be  in  excess  of  the 
Commission's  approved  estimate  of  receipts,  the  differences  must 
be  accounted  for  in  tax  levies. 
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Developing  &  Reviewing  Rates 


REGULATIONS 


through  TprcS^°nregul™ionI         if3  °f  "^ursement 

for  non-institutional  medica!  providers  rne  Particular^ 
a  fee  schedule  that  represents  the  ^.L  *  regulation  contains 
With  institutional  providers  tn~e  rate  nf^  Servl?es  Provided, 
form  of  a  general  reoul3;,-^  „  I e  determination  is  in  the 
allowable  costs  and  a  «o««  «>  °°"talnin?  a  definition  of 
from  the  allowable  costs.  pr°°ess  for  developing  individual  rates 

promulgation    oT\  "egulation^0  "  held  Pri°r  to  the 

affected  providers ,  ^urchasin-  I  t0  all°W  for  inPut  from 
public.  A  notice  of  nnhf?^  S  g-  a?encies,  and  the  general 
of  the  Commonweal  and  is  oubl^h^  «"  f11^  "ith  the  Secretary 
the  Massachusetts  Register  orior  ?n  iL^J^l  ne"spapers  and 
and  copies  of  the  proposed  reou?»t?™  PUbli°  hearing.  Notice 
of  Community  Affairs  and  fi^  ?  fS  Sent  to  the  Apartment 
committee,  as^equirefby  Executive  Order  ^f^^  ^visory 

interested*3  parcies"0""  iLl^i haarin*  als°  a"  sent  to  all 
affecting  hospital  charae  revie£  ? '  ProPosed  regulations 
subject  to  at  least  L  1  ?  nor,-?cute  hospitals  are 
members  of  the  Hosp^l  l£%  ReSiew^aVof  ^he  SifflS!  * 

thirty-sevenDUrregulftIons  ""i  c°™"sion  adopted 

hearings.  (Appendix  I  list*.  ?i i  cond?c*?d  thirty-six  public 
period  July  1  1986  thVo.^h  t,  regulations  adopted  during  the 
a  chronological  Ustina  of  »??  °'^-87-.  APPend"  *>  contains 
commission  during  filca!  year  ^987°,  ^t^3^*"  by  the 
Commission    adopted    three    Wvi^L    ll'*        In    addition,  the 

s?df^""  -"^^partles 
effect  in 

RATE  AIYTTTSTMENTS 

adiust^iderS  wh°  receive  individual  rates  may  apply  for  a  rate 
certify"  °?CVthe-  Provider's  individual  rates*  have  been 
certified.        Applications    for  adjustment  may  be  made  in  writing 


to  the  Commission  by  following  the  guidelines  established  in  the 
relevant  regulation  under  which  the  rates  were  adopted.  Upon 
receipt  of  each  request,  Bureau  staff  conduct  a  timely  review  of 
the  application  for  adjustment  and  the  required  supporting 
documentation,  and  make  recommendations  to  the  Commission  at  a 
subsequent  business  meeting.  All  business  meetings  are  open  to 
the  public. 


Examples  of  situations  which,  under  Commission  regulations, 
generally  support  an  adjustment  to  the  rate  originally  certified 
by  the  Commission  include  (1)  subsequent  expenditures,  not 
originally  considered  or  forecast,  are  incurred  by  providers  due 
to  the  imposition  of  laws,  licensing  regulations,  safety 
regulations,  or  any  official  requirements  made  by  a  city,  town, 
state,  or  federal  authority;  (2)  unusual  or  unforseen  increases 
in  reasonable  program  operating  costs  occur  as  the  result  of 
circumstance  which  are  beyond  the  control  of  the  provider  and 
are  absent  from  the  inflation  factors  used  to  develop  the  rate 
(for  example,  replacing  equipment  or  facilities  due  to  fire  or 
flood,  or  repairing  major  pieces  of  equipment) ;  (3)  funding  from 
external  sources  such  as  grants,  subsidies,  or  donations  de- 
creases or  is  terminated;  or  (4)  mechanical  or  clerical  errors 
in  the  calculation  of  rates  have  been  made  by  Commission  staff. 


Generally,  if  a  given  situation  is  recognized  as  an 
emergency,  in  that  it  threatens  the  financial  stability  of  a 
program,  and  is  substantial  in  nature,  the  situation  will  be 
reviewed  for  a  possible  rate  adjustment  immediately  by  the 
Commission,  provided  that  there  is  sufficient  documentation. 
To  justify  the  adjustment,  sufficient  documentation  sometimes 
includes  the  endorsement  of  the  purchasing  state  agency. 


RATE  APPEALS 


On  July  1,  1974,  the  Division  of  Hearing  Officers  was 
established  as  an  agency  of  the  Executive  Office  for 
Administration  and  Finance  (Section  3,  Chapter  1229,  Acts  of 
1973)  .  The  nana  of  the  agency  was  changed  to  the  Division  of 
Administrative  Law  Appeals  on  March  21,  1984  (Chapter  683  Acts 
of  1983) . 


The  Division  hears  appeals  from  the  providers  of  services 
who  feel  that  their  rates  of  reimbursement  are  not  fair.  After 
a  formal  appeal  has  been  filed  with  the  Division,  an 
administrative  magistrate  of  the  Division  will  hold  an 
adjudicatory      hearing    in    accordance    with    the  Administrative 
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Procedures  Act  (G.L.  C.30A).  After  all  relevant  testimony  and 
evidence  has  been  submitted  to  the  assigned  Administrative 
Magistrate,  (s)he  then  prepares  a  written  decision,  which  is 
submitted  to  the  Rate  Setting  Commission. 


If  the  decision  results  in  a  recommendation  for  a  rate 
different  from  that  originally  certified  by  the  Commission,  the 
Commissioners  then  establish  a  new  rate  based  upon  the  statement 
of  reasons.  The  Commission  may,  however,  return  the  decision  to 
the  administrative  magistrate  for  further  investigation  if  the 
Commissioners  determine  that  the  hearings  officer's  statement  of 
reasons  is  inadequate  to  determine  a  fair,  reasonable  and 
adequate  rate.  Commission  action  on  a  recommended  decision  is 
taken  by  vote  at  a  bi-weekly  public  meeting  of  the  Commission. 


Should  a  party  still  consider  itself  to  be  aggrieved  by  a 
decision  of  the  Division  of  Administrative  Law  Appeals,  it  has 
thirty  days  from  the  receipt  of  such  a  decision  to  file  a 
petition  for  review  in  the  Superior  Court  for  Suffolk  County. 
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Commission  Structure 


COMMISSIONERS 


The  Massachusetts  Rate  Setting  Commission  was  established  on 
October  1,  1968  pursuant  to  Section  32,  Chapter  6A,  of  the  Gen- 
eral Laws  of  the  Commonwealth.  Initially,  the  Commission  con- 
sisted of  five  part-time  commissioners.  Subsequent  amendments 
however,  contained  in  Chapter  1229a  of  the  Acts  of  1973  effec- 
tive July  1,   1974,  revised  the  composition  of  the  Commission. 


Today,  the  Rate  Setting  Commission  consists  of  three  full- 
time  commissioners.  Each  commissioner  is  appointed  by  the 
Governor  of  the  Commonwealth.  The  three  members  include  (1)  a 
chairman  with  administrative  experience  and  an  advanced  degree 
in  the  field  of  business  administration,  public  administration, 
or  law,  (2)  a  certified  public  accountant,  and  (3)  a  person 
experienced  in  the  field  of  medical  economics.  A  further  quali- 
fication is  that  no  more  than  two  members  shall  belong  to  the 
same  political  party.  Each  commissioner  is  appointed  for  a  term 
of  three  years,  although  the  initial  appointments  in  1974  were 
for  staggered  terms  of  one,  two,  and  three  years  respectively. 


On  July  3,  1974,  the  Governor  Francis  W.  Sargent  appointed 
Stephen  M.  Weiner  chairman  for  a  term  of  two  years,  Shelby  P. 
Mudarri,  CP. A.,  commissioner  for  a  term  of  one  year,  and  Andrew 
H.  Nighswander  commissioner  for  a  term  of  three  years.  Since 
the  initial  fulltime  appointments,  the  following  commissioners 
have  been  named. 

Commissioner  Mudarri,  in  the  first  Commission  appointment  by 
Governor  Michael  S.  Dukakis,  was  reappointed  to  a  full  three- 
year  term  effective  July  3,  1975. 

Chairman  Weiner  was  reappointed  to  a  full  three-year 
effective  July  3,  1978. 

Commissioner  Nighswander  resigned  December  31,  1977.  Commis- 
sioner Charles  C.  Stover,  III  was  appointed  on  January  13,  1978 
to  fill  th«  unexpired  term  of  Commissioner  Nighswander. 

Commissioner  Mudarri  was  reappointed  to  a  full  three-year 
term  effective  July  3,  1978. 

Chairman  Peter  Hiam  was  appointed  October  23,  1978  to  fill 
the  unexpired  term  of  Chairman  Weiner,  who  had  resigned. 

Chairman  Hiam,  in  the  first  Commission  appointment  by  Gover- 
nor Edward  -J.  King,  was  reappointed  to  a  full  three-year  term 
effective  July  3,  1979. 
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Commissioner  Martin  A.  Atkins  was  appointed  retroactively  „„ 
tToenhercail-  1980  t°;.fUU  three-yea?  term  effecrfve  Ju  1?  !? 
term'had  e^red"""         ^    re?laoed  Commissioner  stover  whose 

Commissioner  David  s.  Telegen,  CP. A.,  was  appointed  retro- 
riveVejSlv°n3  SS?^ferr  3'1981  t0  a  ful1  thr.-y.5r  term  effeo- 
Midarrf  whose '  termed  .SSS*0""  Telege"  C°---oner 

Chairman  Robert  J.  Griffin  was  appointed  July  21,  198  2  to  a 
full  three-year  term  effective  July  23,  1982.  Chairman  Gr if fin 
replaced  Chairman  Hiam  whose  term  had  expired?      CnairTnan  Grif^n 

iQaS°TiSni0ner     Katharine  Pell    was     appointed  on  July  13, 

1983     by    Governor    Michael     S.   Dukakis  to  a  full  three-year  term 

Atkfn^whn^7  3/kT3-  .Corami"ioner  Pell  replaced  Commissioner 
Atkins  whose  term  had  expired. 

l984C°^iS^?n?^  YeS  ^°ng'  C-P'A-  was  minted  August  13, 

arto7  a  ful1  three-year  term  effective  July  3,   1984.  Commis- 

pired!  9    replaced    Commissioner    Telegen    whose  term  had  ex- 

Chairman      Pell    was    appointed    July    19,     1985    to    a  full 

r^tZY^n   •~rm    fffective  3,   1985.     Chairman  Pell  replaced 

Chairman  Griffin  whose  term  had  expired. 


f 
man 


Commissioner    Thomas  K.  Lynch  was  appointed  August  1,   1985  to 
the    unexpired  term  of  Commissioner  formerly  held  by  Chair- 
an  Pel 1 . 

Commissioner  Lynch  was  reappointed  to  a  full  three-year  term 
effective  July  3,  1986. 

Commissioner  Jong  was  reappointed  to  a  full  three-year  term 
effective  July  1,  1987. 

Chairman  Paula  R.  Griswold  was  appointed  by  Governor  Michael 
S.  Dukakis  to  a  full  three-year  term  effective  November  8,  1988. 
Chairman  Griswold  replaced  Chairman  Pell  whose  term  had  expired. 


EXECUTIVE  SECRETARY 


The  Commission  appoints  an  Executive  Secretary  who  is  respon- 
sible for  the  internal  management  of  the  Commission.  The  Execu- 
tive Secretary  reports  to  the  Commissioners.  John  A.  Daley  was 
appointed  Executive  Secretary  on  June  16,  1975,  and  continued  to 
hold  the  position  at  the  end  of  fiscal  year  1989. 


COMMISSIONERS  TO  QUALIFY  PUBLIC  OFFICERS 


Executive  Secretary  John  A.  Daley  and  General  Counsel  Pamela 
Green  were  appointed  Commissioners  to  qualify  to  Public  Officers 
by  Governor  Michael  S.  Dukakis  on  June  3,  1986. 


RATE  SETTING  COMMISSION  BUREAUS 


The  Commission  is  authdrized  to  establish  such  bureaus  as 
may  be  necessary  to  carry  out  its  duties,  including,  but  not 
limited  to,  a  bureau  of  hospitals  and  a  bureau  of  long-term  care 
facilities   (G.L.   c.   6A,   s  33). 


Bureau  of  Hospitals 
Director:  Richard  Michel 


The  Bureau  of  Hospitals  develops  the  rates  of  payment  for 
hopitals  providing  inpatient  and  outpatient  care  to  publicly- 
-aided  and  industrial  accident  patients  as  well  as  charges  to 
the  general  public  for  state  and  county  hospitals.  Addition- 
ally, the  Bureau  is  responsible  for  evaluating  contracts  between 
Blue  Cross  of  Massachusetts,  Inc.  and  hospitals,  and  for  making 
recommendations  to  the  Commission  concerning  these  contracts. 
The  Bureau  also  audits  all  hospitals  in  fulfillment  of  its  re- 
quirement to  establish  public-assistance  rates  and  to  prepare 
Blue  Cross  final  settlements. 


The  Bureau  also  reviews  an  estimate  of  the  expected  revenue 
for  the  City  of  Boston's  Department  of  Health  and  Hospitals. 
The  revenue  projection  is  required  by  law  to  be  used  in  the 
calculation  by  the  city  of  its  annual  tax  rate. 


In  1976,  the  temporary  authority  to  review  charge  increases 
and  proposed  new  charges  under  Chapter  424  of  the  Acts  of  197  5 
was  made  permanent  pursuant  to  Chapter  409  of  the  Acts  of  1976. 


With  the  passage  of  Chapter  372  of  the  Acts  of  1982  and  its 
subsequent  amendments,  a  new  hospital  financing  system  was 
established  in  Massachusetts.  The  system  established  a  pro- 
spective   budget    and    payment  system  in  the  state  and  instituted 
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positive  financial  incentives  into  the  reimbursement  system, 
thereby  rewarding  efficient  hospital  management  and  encouraging 
reductions  in  resource  consumption. 


Bureau  of  Long-Term  Care  Facilities 
Director:     Susan  Flanagan 

The  Bureau  of  Long-Term  Care  Facilities  develops  the  rates 
of  payment  for  long-term  care  and  residential  care  provided  by 
nursing  and  rest  homes  to  publicly-aided  patients.  The  Bureau 
also  develops  the  rates  of  payment  for  medical,  social,  and 
rehabilitative  care  and  services  provided  to  publicly-aided 
individuals  in  intermediate  care  facilities  for  the  mentally 
retarded   (ICF-MRs) . 


Bureau  of  Ambulatory  Care 
Director:     Miriam  Shark 


The  Bureau  of  Ambulatory  Care  develops  reimbursement 
policies  and  rates  for  community  based  health  care  and  support 
services  provided  to  publicly-aided  and  industrial  accident 
patients.  The  programs  providing  such  care  serve  as  alternative 
delivery  systems  to  institutions  such  as  hospitals  and  nursing 
homes.     The  emphasis  is  on  ambulatory  and  home  health  care. 

The  Bureau  is  responsible  for  establishing  rates  of  payment 
for  services  rendered  to  publicly-aided  individuals  or  indus- 
trial accident  patients  by  individual  practitioners — including 
physicians,  dentists,  psychologists,  private  duty  nurses,  restor- 
ative therapists,  and  others.  Additional  responsibilities  in- 
clude rates  for  such  diverse  services  as  drugs,  ambulances, 
orthotics,  and  medical  supplies. 


Bureau  of  Educational,  Social  and  Mental  Health  Services 
Director:    Margaret  Keenan 

The  Bureau  of  Educational,  Social,  and  Mental  Health 
Services  develops  rates  of  reimbursement  for  social  and 
educational  programs  purchased  by  various  governmental  units. 
These  programs  include  all  services  rendered  to  children  with 
special  needs,  residential  programs  purchased  by  the  Massa- 
chusetts   Department    of  Youth  Services,  programs  purchased  under 
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Chapter  766  (the  special  education  law),  and  day  care  programs 
The  Bureau  also  is  responsible  for  the  review  and  determination 
of  payment  rates  for  certain  social,  educational,  rehabilitative 
and  health  care  services  purchased  under  contracts  which  are  not 
covered  or  regulated  by  any  other  bureaus  in  the  Rate  Settina 
Commission. 


SUPPORT  UNITS 


In  addition  to  the  four  bureaus,  the  Commission  maintains  a 
legal  department  designated  as  the  Office  of  the  General 
Counsel,  an  administrative  -support  unit  under  the  Executive 
Secretary,  a  Bureau  of  Systems  Development,  and  an  Office  of 
Communications. 


Office  of  the  General  Counsel  " 
General  Counsel:     Pamela  S.  Green,  Esq. 

The  Commission's  legal  department  is  composed  of  seven 
attorneys,  one  auditor,  and  two  secretaries.  One  attorney  works 
primarily  on  Blue  Cross/Commission  legal  matters  and  one  works 
primarily  on  hospital  and  charge  control  matters.  Five 
attorneys  handle  a  substantial  proportion  of  the  hearings  before 
the  Division  of  Administrative  Law  Appeals.  The  auditor  works 
with  attorneys  on  pre-hearing  conferences  and  hearings  on 
appeals  by  long-term  care  facilities.  The  legal  department  in 
fiscal  year  1987  handled  litigation  in  the  areas  of  Blue  Cross, 
Medicaid,  hospital  charge  control,  and  educational  programs. 


In  addition,  the  department  was  responsible  for  the 
monitoring  of  relevant  legislation,  for  appearing  at  hearings 
before  the  Division  of  Administrative  Law  Appeals,  and  for 
providing  general  legal  services  to  the  Commission. 


Administration 

Executive  Secretary:     John  A.  Daley 


The  Executive  Secretary  is  responsible  for  the  day-to-day 
operations  of  the  Commission.  Included  in  these  duties  are 
personnel,  budget,  purchasing,  security,  public  information,  and 
liaison  with  the  Executive  Office  of  Human  Services  and  various 
other  agencies  of  government. 
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Bureau  of  Systems  Development 


Director:     Thomas  Higgins 


In  January,  1984  the  Commission  merged  all  data  processing 
activities  into  one  bureau.  The  Bureau  was  formed  to 
consolidate  the  operations  of  several  bureau  into  an  efficient 
systems  support  and  development  unit. 


Office  of  Communications 
Director:     Harry  0.  Lohr,  Jr. 


The  Director  of  the  Office  of  Communications  serves  as  a 
department  head  and  reports  directly  to  the  three  Commission- 
ers. In  this  position,  the  Director  assists  the  Commissioners 
with  the  preparation,  execution,  and  supervision  of  tasks 
assigned  on  a  daily  basis,  and  with  the  development  and 
implementation  of  all  policies  and  procedures  relating  both  to 
internal  and  external  communications. 


The  Director  works  with  the  Commissioners,  Bureau  Directors, 
and  staff  to  design  and  produce  all  publications  related  to  the 
work  of  the  agency,  including  those  required  by  state  law.  In 
addition,  the  Director  handles  the  dissemination  of  certain 
kinds  of  information  both  internally  and  externally  to  the 
Commission  and  the  Director  also  is  responsible  for  all  matters 
involving  the  media. 


AFFIRMATIVE  ACTION 


A  copy  of  the  administrative  action  plan  is  available  for 
public  review  at  the  Commission.  The  plan  was  the  second  plan 
approved  toy  the  Office  of  Affirmative  Action.  The  Commission 
consistently  meets  its  annual  goals  in  this  area.  It  maintains 
a  strong  commitment  to  eliminating  discrimination  and  providing 
equitable  remedies  for  the  consequences  of  any  past  discrim- 
ination practices.  This  position  is  consistent  with  the  ex- 
plicit intent  of  Executive  Order  #74  (the  Governor's  Code  of 
Fair  Practices,  1970,  as  revised  and  amended  by  Executive  Order 
#116)  and  Title  VII  of  the  U.S.  Civil  Rights  Act  of  1964,  as 
amended  by  the  Equal  Employment  Act  of  1972. 


HOSPITAL  POLICY  REVIEW  BOARD 


Authority 

As  amended,  state  law  (G.L.  c.  6A,  s  34A)  mandated  the 
establishment  of  a  Rate  Setting  Commission  Hospital  Policy 
Review  Board,  consisting  of  two  members  designated  by  the 
Secretary  of  the  Executive  Office  of  Human  Services  and  nine 
members  appointed  by  the  Governor,  two  from  a  list  of  at  least 
six  recommendations  submitted  by  the  Massachusetts  Hospital 
Association,  one  representing  a  teaching  hospital,  and  one  a 
non-teaching  hospital;  one  physician  from  a  list  of  at  least 
three  recommendations  submitted  by  the  Massachusetts  Medical 
Society;  a  non-provider  member  of  the  governing  board  of  a 
health  systems  agency  designated  pursuant  to  Title  XV  of  the 
federal  Public  Health  Service  Act;  one  a  non-profit  hospital 
service  corporation  under  Chapter  176A;  one  representing 
companies  authorized  to  sell  accident  and  health  insurance  under 
Chapter  175;  and  three  non-providers  with  knowledge  of  the 
delivery  or  financing  of  hospital  services  and  who  must 
represent  the  interests  of  business,  labor,  and  the  elderly, 
respectively. 


Purpose 


The  Board 
make  comments 
regulations  and 
c.  6A,  ss  37- 
and  subsquently 
thirty  days  of 
to  report  at 
with  copies  to 
on  its  findings, 


is    charged  with  the  responsibility  to  review  and 
to    the    Commission    with  respect  to  the  proposed 
rules  of  the  Commission  issued  pursuant  to  G.L. 
72,     inserted  by  Chapter  409  of  the  Acts  of  1976, 
by    Chapter    372,     of    the  Acts  of  1982,  within 
receipt  of  proposed  rules  or  regulations.     It  is 
least  annually  to  the  Governor  and  General  Court, 
the  Joint  Legislative  Committee  on  Health  Care, 
opinions,  and  recommendations  for  legislation. 
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Bureau  of  Ambulatory  Care 

INTRODUCTION 


Responsibilities  of  the  Bureau 

The  Bureau  of  Ambulatory  Care  establishes  rates  and 
evaluates  contracts  for  an  ever-broadening  array  of  health  care 
services,  including  individual  medical  and  surgical  services, 
in-home  and  elderly  services,  community  health  and  mental  health 
facilities,  and  ancillary  goods  and  services.  The  work  of  the 
Bureau  is  directed  toward  services  which  either  complement  or 
serve  as  alternatives  to  inpatient  hospital  or  nursing  home 
care. 


The  regulatory  work  is '  focused  on  an  environment  in  which 
the  far-reaching  changes  occurring  in  hospital  reimbursement  and 
among  the  ever-growing  elderly  population  encourage  greater 
utilization  of  ambulatory  care  services.  As  a  result,  the 
regulations  and  contracts  administered  by  the  Bureau  continue  to 
grow  in  number  and  complexity  in  response  to  the  changing  needs 
of  the  health  care  community. 


The  primary  objective  of  the  Bureau  in  this  environment  is 
to  establish  rates  which  encourage  cost  containment  while  at  the 
same  time  ensuring  access  to  high  quality  care.  The  Bureau  also 
seeks  to  provide  incentives  that  encourage  the  expansion  of 
services  which  state  policy  supports  as  a  priority  objective. 

The  work  of  this  Bureau  consists  of  two  major  efforts: 
(1)  research  activities  which  are  geared  toward  developing 
methodologies  used  in  determining  rates,  and  (2)  audit 
activities  which  support  the  efforts  of  the  research  staff  in 
developing  methodologies  and  which  are  used  to  set  the  rates  in 
accordance  the  current  regulations. 


Complicated  and  diverse  issues  are  carefully  analyzed  as 
rate-setting  methodologies  are  applied.  One  of  the  most 
difficult  areas  to  address  is  the  relationship  between  cost  and 
charges.  Data  on  the  actual  cost  of  delivering  services  are  not 
always  available  and  charge  data,  which  are  sometimes  more 
readily  available,  may  not  always  reflect  the  actual  cost  of 
delivering  services.  Even  when  cost  data  are  available,  the 
data  often  raise  policy  questions  which  the  Bureau  must 
resolve.  For  example,  the  pass-through  of  all  costs  does  not 
necessarily  create  incentives  for  providers  to  control  costs. 
In  setting  rates,  therefore,  the  Bureau  carefully  analyzes  the 
data  and  attempts  in  its  methodologies  to  provide  positive 
incentives  for  cost  control  as  well  as  for  quality  care. 
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Organization  of  the  Bureau 


The  Bureau  of  Ambulatory  Care  contains  two  functional  unit 
which  work  together  in  developing  and  implementing  rate  method- 
ologies. The  Policy  Unit  conducts  an  annual  review  of  each  ambu- 
latory care  regulation.  It  develops  reimbursement  policy  both 
through  analysis  of  the  regulations,  and  through  the  review  of 
relevant  Blue  Cross  contracts  and  state  agency  contracts.  Ex- 
tensive research  in  the  rapidly  growing  field  of  ambulatory  care 
also  comprises  a  significant  component  of  the  Policy  Unit's  work. 


The  Audit  Unit  works  in  conjunction  with  the  Policy  Unit  to 
develop  and  improve  cost  reporting  methodologies.  Eight  of  the 
provider  groups  reviewed  by  the  Bureau  report  annual  costs  to  the 
Commission.  Once  submitted,  cost  report  data  are  then  computed 
into  rates  of  payment  by  members  of  the  Audit  Unit.  Accuracy  and 
reliability  of  cost  data  are  verified  through  desk  and  field 
audits.  The  staff  of  both  the  Policy  and  Audit  Units  provide 
technical  assistance  to  providers  in  order  to  help  them  better 
understand  and  comply  with  the  regulations. 


MAJOR  ACCOMPLISHMENTS  DURING  FISCAL  YEAR  1989 


INDIVIDUAL  PRACTITIONERS 


Chiropractic  services    114.3  CMR  28.00 

The  rates  for  services  purchased  by  governmental  units  other 
than  Medicaid  were  increased  by  4.4  percent  to  adjust  for 
inflation.  The  comprehensive  manipulation-adjustment  purchased 
by  Medicaid  increased  from  $17.50  to  $17.70  to  reflect  the 
change  in  the  Medicare  rate. 


Dental  Services    114.3  CMR  14.00 


An  increase  of  4.3  percent  was  adopted  for  the  rate  year 
beginning  September  1,  1988  to  account  for  inflation. 

Surgery  and  Related  Anesthesia  Care    114.3  CMR  16.00 


During  fiscal  year  1989,  the  cost  model  for  surgical 
services  was  updated  to  reflect  the  most  recent  income  and 
expense  data  from  the  American  Medical  Association.  The 
resultant  fees  are  10.6  percent  above  the  FY  1988  rates. 
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Medical  and  Related  Anesthesia  Care      114.3  CMR  17.00 


Medical  fees  were  increased  3.8  percent  during  fiscal  year 
1989  to  reflect  inflation.  Further,  rates  were  added  for  home  or 
nursing  home  visits  provided  by  a  physician  assistant  or  nurse 
practitioner,  a  new  computerized  complex  visual  field  testing 
procedure  was  added,  and  the  rate  for  thermography  was 
re-defined  and  increased  by  2  8  percent  to  reflect  current 
procedure  practice. 


Radiology       114.3  CMR  18.00 

Rates     for    the    period    beginning    September     1,     1988  were 
increased  by  3.8  percent  to  reflect  inflation. 


Methodology  for  Implementation  of  Medical  Malpractice  Liability 
Compensation       114.3  CMR  42.00 

The  malpractice  regulation  carries  out  the  directives  of 
C.351  of  the  Acts  of  1986  concerning  the  reimbursement  to 
medical  and  dental  providers  of  malpractice  insurance  costs. 

The  regulation  establishes  the  method  by  which  the 
Department  of  Public  Welfare  and  industrial  accident  payers, 
allocate  their  respective  Total  Medical  Malpractice  Adjustments 
as  determined  by  the  Division  of  Insurance.  The  methodology 
employs  a  lump-sum  annual  payment  approach  for  each 
participating  physician.  The  payment  amounts  are  based  on  the 
relative  volume  of  services  provided  by  each  physician  and  is 
adjusted  according  to  the  physician's  specialty  risk  class. 

A  provision  for  implementing  malpractice  premium 
compensation  by  industrial  accident  payors,  through  a  3.5 
percent  additional  year-end  payment  based  on  physicians'  annual 
workers'  compensation  revenue,  was  included.  Also  added  were 
provisions  for  adding  a  similar  year-end  payment  for  dentists. 


Podiatry      114.3  CMR  26.00 

The  ntM  for  podiatric  services  were  increased  by  an 
inflation  factor  of  4.36  percent  during  fiscal  year  1989. 


Psychological  Services    114.3  CMR  29.00 

The  hourly  rate  was  rebased,  tying  it  to  actual  direct  labor 
costs  reported  by  mental  health  centers. 
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Team  Evaluation  Service 


114.3   CMR  30.00 


During  fiscal  year  1989,  all  fees  incorporated  in  this 
regulation  were  updated  to  correspond  with  related  rate  changes 
which  had  occurred  during  the  fiscal  year. 


Rehabilitation  Clinic  Services,  Audiological  Services  and 
Restorative  Services      114.3  CMR  39.00 

As  a  result  of  a  labor  market  survey,  a  new  rate  base  was 
established  for  these  services  in  FY  1989.  This  new  rate  base 
increased  the  rate  of  reimbursement  by  13  percent.  In  addition, 
rates  for  out-of-of f ice  audiological  and  hearing  aid  evaluations 
were  adjusted  to  include  exceptional  travel  time. 


IN-HOME  AND  ELDERLY  SERVICES 


Chronic  Maintenance  Dialysis      114.3  CMR  37.00 

The  rates  for  Chronic  Maintenance  Dialysis  were  increased  by 
approximately  3%  during  the  fiscal  year  1989.  Rates  continue  to 
be  tied  to  Federal  reimbursement  levels  and  future  changes  shall 
be  consistent  with  Federal  regulations. 


Home  Health  Agency  Service      114.3  CMR  3.00 

During  fiscal  year  1988,  a  study  of  overhead  cost  trends  was 
completed.  The  results  demonstrated  a  major  increase  in  home 
health  agency  costs  attributable  to  contracted  administrative 
services  (e.g.,  accounting  and  legal  services)  over  the  past 
three  years. 

An  urgent  issue  affecting  home  health  agencies  this  year  was 
the  rapid  increase  in  wages  throughout  the  health  care  industry 
for  nurses  and  restorative  therapists.  After  receiving 
extensive  testimony  at  the  public  hearing,  the  Commission 
addressed  this  problem  by  adjusting  the  inflation  factor  for  the 
July  1st  regulation  to  13.03  percent.  By  receiving  sufficient 
rates  to  rwtain  staff,  home  health  agencies  will  continue  to  be 
able  to  provide  high  quality  care  to  publicly-aided  clients  in  a 
less  costly  setting  than  institutions. 

Other  amendments  which  went  into  effect  July  1,  1988 
included  establishing  a  cost-based  rate  methodology  for  Maternal 
and  Child  Health  nursing;  clarifying  how  certain  components  of 
contract  costs  for  home  health  aides  are  to  be  treated;  changing 
the  cap  for  "outlier"  rates  to  two  standard  deviations  above  the 
regional      mean;      adding    a    cost-beyond-control    provision  for 


substantial  increases  in  professional  liability  insurance 
premiums;  and  adding  an  administrative  adjustment  to  allow  for 
home  health  aide  wage  increases  up  to  the  average  wage  level 
stipulated  in  the  homemaker  regulation  (114.3  CMR  11.00). 


Homemaker/Home  Health  Aides     114.3  CMR  11.00 

The  amendments  for  the  rate  year  beginning  July  1,  1989  did 
not  introduce  major  initiatives  such  as  the  optional  incentive 
add-on  implemented  the  previous  year.  Rather,  the  Bureau 
focused  on  fine-tuning  existing  provisions  to  encourage 
efficiency  in  agency  operations. 

The  changes  included  application  of  a  5.7  percent  inflation 
factor  increase  in  wages,  a  6.1  percent  increase  in  direct 
optional  incentives  add-on  allowances,  and  a  4.9  percent 
increase  in  overhead;  phasing  out  of  the  "35-mile  rule,"  with 
complete  aggregation  of  related  agencies'  volume  for  rate 
calculations  beginning  July  1,  1989;  and  restructuring 
cost-report-based  rate  adjustments  to  begin  6  months  after  the 
close  of  agencies'  fiscal  years. 


Independent  Living  Services    114.3  CMR  9.00 

During  fiscal  year  1989,  rates  for  PCA  services  were 
adjusted  by  5.36%  for  inflation.  Based  on  a  study  of  night 
attendant  utilization,  rates  for  these  services  were  set  at  a 
standard  formula  of  two  times  the  PCA  rate.  Finally,  the 
administrative  charge  for  PCA  services  was  established  as  a 
class  rate  of  $.24. 


Private  Duty  Nursing    114.3  CMR  24.00 

This  regulation  was  being  reviewed  during  FY89  with 
adjustments  anticipated  in  September  of  1989. 


Hospice  Services    114.3  CMR  43.00 

Effective  August  1,  1988  this  regulation  provides  rates  for 
services  to  terminally  ill  Medicaid  recipients  who  choose  the 
option  of  hospice  benefits  over  traditional  terminal  care.  The 
federal  government  (HCFA)  mandates  four  prospective  per  diem 
rates,  regionally  wage  adjusted,  one  for  each  level  of  care  - 
general  inpatient  care,  inpatient  respite  care,  routine  home 
care,  and  continuous  home  care.  In  addition,  two  statewide 
nursing  home  room  and  board  fees  were  established  to  cover  those 
clients  residing  in  skilled  nursing  or  intermediate  care 
facilities. 
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ANCILLARY  SERVICES 


Ambulance  Services     114.3  CMR  27.00 

Effective  July  1,  1988,  class  I  and  class  II  ambulance 
service  rates  were  increased  4.16  percent  while  chair  car  rates 
were  increased  4.27  percent.  A  comprehensive  study  of  ambulance 
and  chair  car  services  has  been  undertaken,  with  the  assistance 
of  the  Massachusetts  Ambulance  Association. 


Clinical  Laboratory  Services      114.3  CMR  20.00 

In  fiscal  year  1989,  the  HCPCS  (CPT-4)  coding  system  and  fee 
schedule  was  updated  and  reviewed.  An  average  wholesale  cost 
ratio  was  set  at  79%  of  the  1989  retail  Medicare  fee  schedule. 
The  fiscal  impact  was  7.9%. 


Durable  Medical  Equipment,  Oxygen  and  Respiratory  Therapy 
Equipment       114.3  CMR  22.00 

A  3.94  percent  inflation  increase  in  allowable  oxygen  and 
respiratory  therapy  and  durable  medical  equipment  rates  was 
adopted  October  1,  1988. 


Hearing  Aid  Dealers    114.3  CMR  23.00 

The    rates    for    selected    dispensing  fees  and  repairs  were 
increased  for  inflation  by  4.2  percent  for  fiscal  year  1989. 


Prostheses,  Prosthetic  Devices  and  Orthotic  Devices  114.3  CMR 
34.00 

All  orthotic  and  prosthetic  devices  are  reimbursed  under 
independent  consideration  pricing  where  payment  is  determined  on 
a  case  by  case  basis.  The  technical  labor  rate  and  the 
professional  labor  rate  were  increased  4.7  percent  effective 
October  1,  1988.  The  new  professional  labor  rate  is  $48/hour, 
the  new  technical  labor  rate  is  $37 /hour. 


Prescribed  Drugs      114.3  CMR  31.00 

In  FY89,  the  dispensing  fee  was  adjusted  for  inflation  of 
4.35%.  During  this  fiscal  year,  the  major  regulation  changes 
were  made  in  pricing  the  ingredient  costs  of  drugs:  the 
Massachusetts  Maximum  Allowable  Cost  (MMAC)  program  was  revised 
to    reflect    the    methodology    employed  by  the  Federal  Government 
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for  pricing  multiple  source  drugs  and  the  definition  of 
Estimated  Acquisition  Cost  was  revised  to  clarify  the  pricing 
process  for  single  source  drugs.  In  addition,  the  regulation 
format  was  revised  to  reflect  Federal  format,  and  definitions 
and  examples  were  clarified  and  updated. 


Temporary  Nursing  Services     114.3  CMR  45.00 

Chapter  164  of  the  Acts  of  1988  directed  the  Commission  to 
"establish  reasonable  rates  of  payment"  for  services  provided  by 
nursing      pools.  In      January      1989,       after    an  extensive 

information-gathering  process  the  Commission  promulgated  a 
permanent  regulation  to  achieve  this  goal.  The  regulation 
specified  reporting  requirements,  limitations  on  increases  to 
the  rates  charged  by  pools,  and  what  information  must  be 
presented  by  nursing  pools  to  the  purchasers  of  their  services. 

In  addition,  in  order  to  enhance  market  forces,  the 
Commission  compiled  wage,  price  and  other  cost  information  it 
had  obtained  from  the  temporary  nursing  services  and  published 
it  quarterly  in  the  form  of  the  Price  Filing  Report.  The  Report 
was  intended  to  be  used  by  nursing  services,  nurses  and  other 
health  care  professionals  and  health  care  facilities  as  an  aid 
to  informed  purchasing  and  increased  competition.  By  the  end  of 
FY  1989,  the  Commission  was  planning  to  adopt  amendments  to  the 
regulation  which  would  further  clarify  its  intent  and  expand  its 
scope,  thereby  adding  to  the  Commission's  effectiveness  in 
regulating  the  temporary  nursing  service  industry. 


Vision  Care  and  Ophthalmic  Materials    114.3  CMR  15.00 

In  October,  1988  vision  care  services  and  dispensing  fees 
were  increased  4.8  percent  for  inflation;  rates  for  contact 
lenses  were  adjusted  to  reflect  changes  in  labor  and  materials 
costs  and  an  increase  of  6.67  percent  for  inflation  was  applied 
to  rates  for  eyeglasses. 


COMMUNITY  HEALTH  FACILITIES 


Adult  Day  H— 1th      114.3  CMR  10.00 

It  is  anticipated  that  on  September  1,  1989,  adult  day 
health  services  will  increase  8.6%  based  on  an  annual  cost  study 
and  a  review  of  worker  salaries. 


Community  Health  Centers      114.3  CMR  4.00 

Effective  July  1,  1988,  community  health  center  rates  were 
increased    an    average    of  17  percent  based  on  a  study  of  current 
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operating  costs  and  an  allowance  for  extraordinary  labor  costs. 
Health  centers  have  experienced  increasing  staffing  pressures 
due  to  hospitals'  higher  pay  scales  and  rates  were  increased  to 
help  alleviate  these  pressures. 


Community    Health    Center:  Credit    and  Collection  Policies  and 

Reimbursement  for  Bad  Debt  and  Free  Care     114.3  CMR  41.00 

In    FY89,     $3     million    was    appropriated  and  disbursed  under 
this  regulation. 


Family  Planning  Services     114.3  CMR  12.00 

The  family  planning  services  regulation  sets  forth  rates  of 
payment  for  family  planning  clinics.  The  clinics  offer  medical 
and  counseling  services  and  dispense  a  wide  variety  of 
contraceptive  devices.  During  fiscal  year  1989,  visit  rates 
were  adjusted  for  inflation  of  3.76  percent. 


Freestanding  Clinics  Providing  Abortion  and  Sterilization 
Services     114.3  CMR  13.00 


Freestanding  Diagnostic  and  Surgical  Facilities    114.3  CMR  44.00 

This  regulation  governs  the  facility  overhead  for 
freestanding  ambulatory  surgical  centers  (ASC) ,  magnetic 
resonance  imaging  (MRI) ,  and  computerized  axial  tomography 
(CAT).  Effective  December  1,  1988,  MRI  rates  were  established 
at  $463/scan,  CAT  rates  at  $83/head  scan  and  $93/body  scan.  ASC 
rates  were  indexed  to  Medicare  rates.  These  rates  only 
reimburse  for  the  technical  or  facility  component  of  these 
services  and  do  not  reflect  the  professional  fees  for  these 
services.  The  professional  components  are  established  under  the 
Medical  regulations  (114.3  CMR  16,  17,  and  18).  A  comprehensive 
cost  report  has  been  undertaken  for  next  year's  review. 


Mental  Health  Services    114.3  CMR  6.00 

The  m«vtal  health  services  regulation  determines  the  rate  of 
payment  for  diagnoses  and  treatment  provided  by  mental  health 
professionals  in  a  mental  health  center  or  community  health 
center.  In  order  to  offer  salaries  adequate  to  attract  and 
retain  their  staff,  we  determined  that  an  increase  in  selected 
personnel  costs  was  necessary.  Working  from  completed  cost 
reports,  an  inflation  allowance  of  12  percent  was  applied.  This 
allowance  includes  20  percent  applied  to  specific  labor  expenses 
which  represent  50  percent  of  total  costs  and  3.8  percent 
applied  to  all  other  costs. 


-25- 


Outpatient  Tuberculosis  Control  Systems     114.3  CMR  8.00 

Rates    were    adjusted    for     inflation    of    approximately  5.1 
percent  overall. 


Psychiatric  Day  Treatment  Center     114.3  CMR  7.00 

Psychiatric  day  treatment  centers  provide  intensive 
counseling,  evaluation,  and  home  visits  for  several  hours  each 
day  to  a  variety  of  clients.  For  the  July  1,  1988  review,  an 
inflation  allowance  of  10  percent  was  applied  to  the  previous 
year's  rates.  This  allowance  included  20  percent  applied  to 
specific  labor  expenses  which  represented  35  percent  of  total 
costs  and  3.92  percent  applied  to  all  other  costs. 


Industrial  Accident  Services     114.3  CMR  40.00 

Regulation  114.3  CMR  40.00  set  rates  for  services  under  the 
Worker's  Compensation  Act.  Pursuant  to  c.57  2  of  the  Acts  of 
1985,  a  significant  revision  of  industrial  accident  rates  took 
place  effective  January,  1986.  These  rates  were  to  remain  in 
effect  until  July  1,  1988. 

The  Bureau  therefore  completed  a  major  review  of  this 
regulation  late  in  fiscal  year  1988.  Labor  representatives, 
employers,  insurors,  and  health  care  providers  were  consulted 
extensively  throughout  the  review. 

The  resultant  amendments  include  a  variety  of  additions, 
deletions  and  rate  adjustments.  The  major  changes  apply  to 
physician  services,  private  duty  nursing,  and  dental  services. 
In  addition,  the  Commission  added  for  each  provider  type,  two 
procedure  codes  to  reflect  costs  associated  with  additional 
consultation  and  report  writing  associated  with  treating 
patients.  These  changes  became  effective  July  1,  1988.  The 
Bureau  also  plans  to  conduct  a  study  with  the  assistance  of  the 
Industrial  Accident  Advisory  Board,  of  access  to  and  costs  of 
care  for  industrial  accident  patients. 


AUDIT  STAFF  ACTIVITIES 


During  fiscal  year  1989,  the  audit  staff  of  the  Bureau  of 
Ambulatory  Care  conducted  420  desk  audits  and  97  field  audits 
and  reviews  among  five  major  provider  types.  The  field  of 
audited  providers  represented  total  operating  costs  of  over  $325 
million.  The  five  major  areas  on  which  the  audits  focused  were: 
(1)  Adult  Day  Services,  (2)  Community  Health  Centers,  (3)  Home 
Health  Agencies,  (4)  Psychiatric  Day  Treatment  Centers,  and  (5) 
Homemaker  Agencies. 
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Rate  Calculations 


During  the  course  of  fiscal  year  1989,  over  650  sets  of 
rates  were  calculated  for  various  providers.  Home  health 
agencies,  for  example,  are  required  by  regulation  to  submit  cost 
reports  annually.  In  this  program  area,  the  Bureau  was  required 
to  calculate  and  file  rates  of  reimbursement  six  months  after 
submission  and,  as  a  result,  during  fiscal  year  1989  220  sets  of 
rates  of  reimbursement  were  processed  for  14  4  home  health 
agencies . 

The  homemaker/home  health  aide  regulation  requires  the 
submission  of  reports  90  days  after  the  close  of  the  fiscal 
year,  and,  as  a  result,  during  fiscal  year  1989  291  sets  of 
rates  were  calculated  for  149  homemaker  providers. 

The  audit  staff  also  set  rates  of  reimbursement  during 
fiscal  year  1989  for  67  adult  day  care  services,  30  community 
health  centers,  30  psychiatric  day  treatment  centers  and  111 
mental  health  centers. 


Audit  Systems 

During  fiscal  year  1989,  the  audit  staff  of  the  Bureau  of 
Ambulatory  Care  conducted  studies  relevant  to,  and  providing 
data  that  assisted  in  the  development  of  new  and  improved 
rate-setting  methodologies.  Cost  reporting  forms  were  reviewed 
and  redesigned  to  assist  both  the  providers  and  the  Commission 
in  the  performance  of  its  work.  Bureau  staff  participated  in 
several  provider  work  shops  and  responded  to  numerous  written 
requests  and  telephone  inquiries  from  providers  and  other 
interested  parties  relating  to  the  work  of  the  Rate  Setting 
Commission  and  its  time  tables. 
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Bureau  of  Educational,  Social,   

&  Mental  Health  Services 

INTRODUCTION 
Responsibilities  and  Organization  of  the  Bureau 

The  Bureau  of  Educational,  Social  and  Mental  Health  Services 
is  responsible  for  monitoring  $700  million  in  annual  state  ex- 
penditures for  contracted  social  and  rehabilitative  services, 
and  for  overseeing  $150  million  spent  each  year  on  private 
special  needs  schools  by  local  cities  and  towns.  Most  of  the 
system  is  driven  by  personnel  costs,  which  are  estimated  to 
represent  between  60%  -  65%  of  each  individual  rate. 

In  working  to  accomplish  this  monitoring,  the  28  staff 
members  of  the  Bureau  of  Educational,  Social  and  Mental  Health 
Services  develop,  revise,  and  promulgate  regulations  on  a 
regular      basis.  Through    these    regulations,  reimbursement 

methodologies  are  established  for  day  care  services,  substance 
abuse  services,  early  intervention  services,  day  habilitation 
services,  social,  mental  health  and  rehabilitative  services,  and 
Chapter  766  private  school  programs.  All  regulations  are 
updated  on  an  annual  basis. 


In  addition,  each  year  the  staff  sets  rates  for  over  200 
Chapter  766  private  school  programs,  reviews  and  certifies 
approximately  4000  contracts  for  social,  rehabilitative  and 
mental  health  services,  and  reviews  and  certifies  over  800  rates 
for  day  care  services.  The  Bureau  also  collects  extensive  cost 
information  from  840  providers  of  educational,  social  and  mental 
health  services,  and  other,  less  extensive,  financial 
information  from  559  providers. 


MAJOR  ACCOMPLISHMENTS  DURING  FISCAL  YEAR  1989 


The  list  of  regulations  promulgated  by  the  Bureau  of 
Educational,  Social  and  Mental  Health  Services  during  fiscal 
year  1989  is  as  follows: 
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For  additional  information  pertaining  to  the  accomplishments 
of  the  Bureau  of  Educational,  Social  and  Mental  Health  Services 
during  Fiscal  Year  1989,  please  contact  the  Massachusetts  Rate 
Setting  Commission  at  Two  Boylston  Street,  Boston,  Massachusetts 
02111    (617-451-5330) . 
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Bureau  of  Hospitals 


INTRODUCTION 


Responsibilities  of  the  Bureau 


In  accordance  with  the  enabling  status  of  the  Rate  Setting 
Commission,  the  Bureau  of  Hospitals  was  established  to 
administer  hospital  related  activities  falling  within  the 
authority  of  the  Commission.  To  carry  out  the  general  hospital- 
legislative  mandate,  the  Bureau  of  Hospitals  develops  regulatory 
policies,  conducts  operational  analyses  of  hospital  finances, 
establishes  information  systems  for  use  by  internal  staff  and 
outside  parties,  and  audits  the  financial  record  of  all  hospi- 
tals.    Specific  responsibilities  assumed  by  the  bureau  include: 


o      participating  in  the  negotiation  and  drafting  of 
hospital-related  legislation; 

o      establishing  policy  through  regulation;  analyzing 
hospital  budgets,  payments,  and  expenses; 

o      computing  rates  of  payment  used  by  Medicaid  (i.e., 

the  Massachusetts  Department  of  Public  Welfare) ,  non- 
Medicaid  governmental  payors,  and  industrial  accident 
payors ; 

o      setting  limits  on  the  level  of  revenues  that  hos- 
pitals may  generate; 

o      compiling  acute  care  case-mix  database  information;  and 

o      auditing  the  financial  and  statistical  data  used  to 
calculate  rates  of  payment. 


The  Bureau  of  Hospitals  has  jurisdiction  over  10  2  acute  care 
hospitals  and  74  non-acute  hospitals.  The  latter  category  is 
distinguished  by  49  chronic,  rehabilitative,  and  psychiatric  hos- 
pitals; seven  (7)  state  schools  for  the  mentally  retarded;  and 
18  institutions  operated  by  governmental  units  such  as  the 
Massachusetts  Department  of  Public  Health,  counties  of  the 
Commonwealth,  and  the  City  of  Boston.  In  aggregate,  the  hos- 
pitals regulated  by  the  bureau  generate  approximately  $5  billion 
annually  in  revenue. 


Organization  of  the  Bureau 


The  Bureau  of  Hospitals  accomplishes  its  objectives  through 
five  units  distinguished  by  function.     The  work  of  the  five  sep- 
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arate  units  is  divided  up  as  follows: 

(1)  the  Program  Development  Unit,  which  defines  policy 
initiatives  and  evaluates  the  aggregate  effects  of  the  hospital 
payment  systems ; 

(2)  the  Operations  Unit,  which  analyzes  institutional 
budgets,  resolves  individual  hospital  issues,  and  calculates 
rates  of  payment; 

(3)  the  Audit  Unit,  which  conducts  desk  reviews  and  field 
audits  of  hospital  records; 

(4)  the  Information  Processing  Unit,  which  monitors  the 
receipt  of  all  hospital  reports,  creates  databases  used  by  other 
units  of  the  bureau  and  other  agencies,  maintains  the  bureau's 
filing  system,  and  manages  a  large  outside  vendor  contract  for 
auditing  the  case-mix  data  that  is  required  of  acute  care 
hospitals;  and 

(5)  thew  Administrative  Support  Unit,  which  manages  all  of 
the  clerical  needs  of  the  bureau. 


MAJOR  ACCOMPLISHMENTS  DURING  FISCAL  YEAR  1989 


Audit  Unit 

The  Audit  Unit  of  the  Bureau  of  Hospitals  conducts  desk 
reviews  and  field  audits  of  the  cost  reports  that  Massachusetts 
hospitals  are  required  to  file  annually.  For  acute  care 
hospitals,  the  audited  data  contained  in  these  reports  is  used 
for  final  settlement  purposes  for  the  years  under  Hospital 
Agreement  29  (HA-29) ,  and  for  the  calculation  of  charge 
compliance  for  the  contract  years  following. 

The  data  in  the  audited  RSC-403  reports  for  non-acute 
hospitals  is  used  for  final  ratre  determination  and  settlement. 
Audited  data  also  is  used,  when  available,  for  various  other 
calculations  and  decisions  regarding  public  policy  on  third 
party  payments  to  hospitals. 

By  September  1,  1988,  in  compliance  with  M.G.L.  Chapter  23 
(the  hospital  financing  law),  the  Audit  Unit  remitted  final 
audit  adjustments  to  all  acute  care  hospitals  for  all  (312) 
outstanding  cost  reports  through  fiscal  year  1987.  By  the  end 
of  the  fiscal  year  in  June  1989,  167  of  these  audits  had  reached 
final  Commission  approval  and  all  of  the  remaining  audits  were 
actively  involved  in  a  resolution  process  directed  toward  final 
approval . 
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During  fiscal  year  1989,  141  field  audits  of  non-acute 
hospitals  were  conducted,  bringing  the  unit  up-to-date  through 
fiscal  year  1987  with  respect  to  field  audits,  and  105  non-acute 
audits  reached  the  Commission's  final  approval  stage. 


Program  Development  Unit 

The  Program  Development  Unit  was  actively  involved  in  policy 
making  activities  during  fiscal  year  1989,  with  an  emphasis  on 
the  implementation  of  legislative  mandates — M.G.L.  Chapter  23 
for  acute  hospitals  and  M.G.L.  270  for  non-acute  facilities. 

Unit  staff  responded  continually  to  requests  from  both  the 
executive  and  legislative  branches  for  information  on  the  imapct 
of  numerous  proposed  bills  affecting  hospital  reimbursement.  In 
addition  to  cost  evaluation  of  Chapter  270,  the  unit  was  asked 
to  prepare  analyses  of  six  major  proposed  bills  to  assist  the 
legislative  Health  Care  Committee  in  its  deliberations.  These 
analyses  included  not  only  cost  and  distribution  issues,  but 
also,  in  some  cases,  involved  providing  technical  assistance  for 
the  re-draftiung  of  bills. 

For  acute  hospitals,  the  major  achievement  was  the 
promulgation  of  a  new  permanent  reimbursement  regulation 
implementing  M.G.L.  Chapter  23.  These  activities,  stemming  from 
the  adjustments  caused  by  M.G.L.  Chapter  23,  were  of  particular 
importance.  First,  the  unit  computed  the  new  low-cost  hospital 
adjustments.  Second,  the  methodology  for  computing  the  Medicare 
related  upper  limit  was  chosen,  and  preliminary  results  were 
shared  with  the  hospital  industry.  Third,  in  cooperation  with 
the  industry,  the  first  payments  under  the  Medicare  shortfall 
fund  provisions  of  M.G.L.  Chapter  23  were  calculated  and 
distributed.  All  of  these  tasks  were  not  previously  required  of 
the  unit.  Implementation  of  the  Medicare  Shortfall  fund 
involved  the  distribution  of  more  than  $157  million  in  new 
revenues  to  the  acute  hospital  sector. 

For  non-acute  hospitals,  the  major  achievement  was  the 
implementation  of  M.G.  L.  Chapter  270,  a  new  law  having  major 
consequences  for  hospital  payments.  The  system  for  paying 
nursing  home  level  patients  in  chronic  hospitals  was  totally 
re-done,  with  the  emplacement  of  a  new  dual  rate  structure.  An 
across-the-board  adjustment  in  inflation  for  wages  was  computed, 
and  the  appropriate  allowance  placed  in  the  rates  for  all 
non-acute  hospitals. 

The  Program  Development  Unit  also  continued  to  calculate  the 
uniform  allowance  for  uncompensated  care,  and  to  update  the 
hospital-specific  effects  of  the  uncompensated  care  pool  for 
fiscal  year  1986  and  fiscal  year  1987.  In  addition,  the  unit 
served  as  a  general  information  resource  on  hospital  policy  to 
all        interested       agencies      and      branches      of  government. 
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Bureau  of  Long-Term  Care 

INTRODUCTION 


Responsibilities  of  the  Bureau 

The  Bureau  of  Long-Term  Care  Facilities  sets  rates  of 
reimbursement  annually  for  publicly-aided  patients  and  residents 
of  Long-Term  Care  facilities,  Residential  Care  facilities, 
Intermediate  Care  Facilities  for  the  Mentally  Retarded 
(ICF-MRs) .  Long-Term  Care  providers  are  defined  as  those  which 
offer  skilled  nursing  care,  intermediate  levels  of  nursing  care, 
or  a  combination  of  both. 

Residential  Care  providers  or  Rest  Homes  may  be  classified 
in  three  categories;  conventional,  Community  Support  facilities 
and  conventional  facilities  which  have  Community  Support 
residents  residing  in  them.  Conventional  rest  homes  offer  a 
supervised  living  environment  to  residents  which  includes  a 
minimum  of  nursing  services  usually  on  a  consultant  basis. 
Community  Support  facilities  are  Rest  Homes  whose  psychiatric 
patient  census  is  50%  or  greater.  These  facilities  and 
conventional  Rest  Homes  with  Community  Support  residents  not 
only  provided  a  supervised  living  environment  but  also  an 
enriched  level  of  nursing  and  social  services  to  residents 
requiring  such  services.  Intermediate  Care  Facilities  for  the 
Mentally  Retarded,  (ICF-MRs)  offer  comprehensive  health  and 
restorative  care  for  mentally  retarded  clients  who  also  often 
have  multiple  physical  handicaps. 

Each  of  the  provider  groups  described  above  has  a  separate, 
though  parallel,  reimbursement  system.  There  are  two  methods  of 
reimbursement  which  are  used  for  nursing  home  providers  either 
retrospective  or  prospective  in  nature.  For  the  majority  of 
nursing  homes  the  Commission  utilizes  a  retrospective  cost-based 
reimbursement  method.  This  method  establishes  an  "interim 
facility-specific  rate"  for  each  provider  based  on  a  facility's 
reported  historic  costs,  and  a  cost  adjustment  factor. 
Subsequently,  a  "final  per  diem  rate"  is  established  by  the 
Commission  on  a  calendar  year  basis.  The  final  per  diem  rate 
supercedes  the  interim  rate  and  a  settlement  then  is  made  to  or 
by  the  purchasing  agency. 

The  Commission  implemented  a  prospective,  cost-based, 
case-mix  adjusted  reimbursement  methodology  for  17  nursing  homes 
via  the  federal  Prospective  Case-Mix  Demonstration  grant 
effective  October  1,1988.  The  Commission  established  10 
prospective  case-mix  adjusted  per  diem  rates  per  nursing  home 
based  on  a  facility's  historic  cost  report,  a  cost  adjustment 
factor,  and  an  adjustment  for  the  case-mix  of  a  facility.  A 
facility's  case-mix  is  determined  using  the  Management  Minutes 
system  developed  by  William  Thorns  in  1975.  Unlike  the  the 
retrospective  methodology,  prospective  case-mix  adjusted  rates 
are  established  once  a  year  with  no  final  settlement. 
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MAJOR  ACCOMPLISHMENTS  DURING  FISCAL  YEAR  1989 


Prospective  Case-Mix  Reimbursement  Demonstration  Grant 

During  fiscal  year  1989,  the  Bureau  of  Long-Term  Care's 
Policy  and  Planning  Unit  implemented  the  federal  Prospective 
Case-Mix  Reimbursement  Demonstration  Grant  in  17  experimental 
and  14  control  group  facilities  effective  October  1,  1988.  The 
implementation  stage  of  the  grant  will  last  15  months  and  end 
December  31,1989. 

The  tasks  involved  in  implementing  the  Prospective  Case-Mix 
Reimbursement  Demonstration  grant  included  holding  6  technical 
session  for  providers  to  learn  the  new  system,  computation  and 
certification  of  1988  and  1:989  prospective  and  1986  final  rates 
for  the  participants  and  applying  the  look-back  provisions  for 
the  cost  adjustment  factor  and  the  nursing  cost  underspenders . 

The  Policy  and  Planning  Unit  also  began  to  implement  the 
expansion  of  the  program  in  190  nursing  homes  primarily  located 
in  HSA  4  effective  January  1,  1990.  The  tasks  involved  in 
implementing  this  program  included  establishing  "bridge  rates" 
for  the  period  October  1  -  December  31,  1989,  conducting  a 
series  of  14  technical  session  on  the  new  program  region-wide 
and  the  collection  of  1989  case-mix  information  for  the  190 
participating  facilities  and  refining  the  Management  Minute 
Questionnaire  used  to  collect  case-mix  information  in  order  to 
make  the  documents  efficient,  computer  compatible  and  more 
sensitive  in  identifying  the  care  needs  of  patients  with 
psychiatric  and  behavior  problems.  The  unit  also  had  to  develop 
and  implement  amendments  to  regulations  114.2  CMR  5.00  and  2.00 
in  order  to  establish  the  1990  prospective  and  bridge  rates  for 
the  200  participating  providers.  The  Commission  plans  to  fully 
implement  the  Prospective  Case-Mix  Reimbursement  System 
statewide  effective  January  1,  1991. 

Finally,  the  Director  of  the  Bureau  of  Long-Term  Care  in 
conjunction  with  Lisa  Dubay  of  the  Urban  Institute  presented  a 
paper  entitled,  "Development  and  Implementation  of  a  Prospective 
Case-Mix  Adjusted  Rate  of  Payment  for  Nursing  Costs  in  Nursing 
Homes:  Ths  Massachusetts  Experiment"  and  participated  on  a 
panel  discussion  entitled,  "Prospective  and  Retrospective  Views 
on  Implementing  Case-Mix  Payment  Systems"  at  the  American  Public 
Health  Association  Meeting  in  November  1988. 

The  Director  also  has  had  two  abstracts  accepted,  one  on 
the  status  of  the  Prospective  Case-Mix  Reimbursement 
Demonstration  Grant  and  one  on  the  Determinants  of  Temporary 
Nursing  Services  in  Massachusetts  Nursing  Homes.  The  papers 
will  be  presented  at  the  American  Public  Health  Association 
Meetings  in  October  1989. 
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Implementation  of  the  New  Cost  Adjustment  Factor  Computation 
Methodology  Using  the  Massachusetts-Specific  Labor  Cost  Proxy 

The  Policy  and  Planning  Unit,  in  conjunction  with  Data 
Resources,  Inc.  Washington  D.C.  have  developed  and  implemented 
the  Massachusetts-Specific  Labor  cost  proxy  to  be  used  in  the 
computation  of  cost  adjustment  factors  for  nursing  home,  rest 
home  and  ICF-MR  per  diem  rates  of  payment. 

The  new  labor  cost  proxy  allows  the  Long-Term  Care  Bureau 
to  project  more  accurately  historic  costs  into  current  rate  year 
experience  when  it  establishes  retrospective  and  prospective 
rates  of  payment  for  Long-Term  Care  facilities  and  is  a  major 
improvement  to  the  Bureau's  regulations. 


Analysis  of  the  Use  of  Temporary  Nursing  Services  By 
Massachusetts  Nursing  Homes 

The  Policy  and  Planning  Unit  contributed  to  an  Inter-Bureau 
Task  Force  whose  mission  was  to  develop  regulations  to  regulate 
rates  charged  by  Temporary  Nursing  Services  (TNS) .  In 
connection  with  this  effort  and  other  activities,  the  Unit 
carried  out  an  analysis  of  the  use  of  TNS  in  Massachusetts 
nursing  homes. 


Other  Long-Term  Care  Initiatives 

The  Bureau  in  conjunction  with  the  Medical  Assistance 
Program  at  the  Department  of  Public  Welfare  developed  a 
methodology  to  compute  the  Medicare  Upper  Limit  of  Payment  for 
Long-Term  Care  State  Plan  amendments.  The  implementation  of 
this  project  has  resulted  in  the  1985  -  1988  Long-Term  Care 
State  Plans  for  nursing  homes  and  ICF-MRs  being  approved  by  the 
Health  Care  Financing  Administration. 

The  Bureau  reviewed  and  certified  8  Advisory  Rulings  in 
FY' 89.  These  Advisory  Rulings  were  submitted  primarily  by 
providers  and  their  accountants.  The  Bureau  also  circulated  5 
information  bulletins. 

Finally,  in  an  effort  to  upgrade  the  quality  of  reporting 
and  to  improve  the  public's  understanding  of  the  Commissions 1 s 
rate  determination,  policy  planning  and  audit  roles  the  Bureau 
conducted  15  technical  and  informational  seminars  statewide  in 
fiscal  year  1989.  These  seminars  reached  over  1800  people 
including  nursing  home  administrators,  accountants,  ICF  MR 
executive  and  program  directors,  union  officials  and  Bureau  of 
Long-Term  Care  Staff. 
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Rate  Activity 


During  fiscal  year  1989,  the  Commission  certified  1,811 
rates  for  nursing  homes,  rest  homes  and  intermediate  care 
facilities  for  the  mentally  retarded  (ICF-MR) .  This  rate 
activity  involved  626  final  rates,  514  interim  nursing  home 
rates,  60  ICF-MR  prospective  rates,  167  rest  home  prospective 
rates  and  487  administrative  adjustments  and  amendments.  These 
adjustments  and  amendments  were  the  result  of  petitions,  field 
audits  and  technical  amendments. 

As  of  June  30,  1989,  the  Commission  was  current  with 
respect  to  final  rates  through  1985  and  had  only  125  1986  final 
rates  yet  to  be  certified. 

Other  activities  the  Operations  Unit  was  involved  with  in 
fiscal  1989  were  legal  appeals,  hospital  coversions  to  long-term 
care  use,  nurse  aide  training  program,  enhancements  to  the  RSC 
cost  reports  and  implementation  of  a  new  computer  system  for  the 
Bureau. 


Field  Audit  Unit 

During  fiscal  year  1989,  the  Bureau  of  Long-Term  Care's 
Field  Audit  Unit  recruited  and  trained  six  contract  auditors  to 
supplement  the  state  staff  of  four  auditors.  Fifty-one  audits 
were  completed,  nineteen  of  which  utilized  extended  procedures 
to  verify  the  distribution  of  allowable  expenses  in  support  of 
the  prospective  case-mix  pilot  program.  The  public  dollar 
savings  realized  by  these  audits  were  $5,686,206.  The  average 
per  audit  was  $111,494. 

To  train  the  new  auditors,  as  well  as  establish  uniform 
standards  for  the  state  personnel,  an  Audit  Policy  Manual  was 
developed. 

Finally,  an  analysis  of  Government  Auditing  Standards, 
published  by  the  U.S.  Government  Accounting  Office  was 
undertaken.  The      application    of    those    standards    to  the 

Commission's  Bureau  of  Long-Term  Care  audit  function  resulted  in 
a  series  of  recommendations  and  the  identification  of  special 
issues.  This  effort  is  expected  to  be  of  considerable  use  as 
the  Commission  considers  independent  quality  reviews. 


Regulatory  Improvements 

The  Commission  developed  and  promulgated  amendments  to 
regulations,  114.2  CMR  2,00,  Rate  of  Payment  to  Long-Term  Care 
Facilities,  114.2  CMR  5.00,  Prospective  Rates  of  Payment  to 
Long-Term    Care    Facilities,     114.2  CMR  4.00,  Rates  of  Payment  to 
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Resident  Care  Facilities  and  114.2  CMR  3.00,  Prospective  Rates 
of  Payment  to  Intermediate  Care  Facilities  for  the  Mentally 
Retarded  during  FY' 89.  These  regulatory  amendments  refined  and 
clarified  the  existing  regulations  so  that  they  can  be  used 
more  effectively  to  establish  fair  reasonable  and  adequate  rates 
of  payment  for  long-term  care  facilities. 

The  Bureau  also  implemented  two  regulatory  changes  to 
address  needs  created  by  the  passage  of  Chapter  2  3  of  the  Acts 
of  1988.  First,  due  to  the  change  in  the  financial  threshold 
requirements  for  long-term  care  D.O.N,  applications,  the  Bureau 
implemented  a  new  policy  for  administrative  adjustments  for 
substantial  capital  improvement  expenditures  incurred  by  nursing 
homes.  Second,  due  to  the  implementation  of  D.O.N,  exemption 
for  providers  who  constricted  facilities  in  urban  underbedded 
areas,  the  Bureau  implemented  a  process  to  evaluate  the 
reasonableness  of  capital  expenditures  for  this  group  of 
providers . 
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MAJOR  ACCOMPLISHMENTS  DURING  FISCAL  YEAR  1989 

Automation 

exoanffnn3  rS^+Z  automation  concern  has  been  to  procure  a  major 
expansion  of  the  Commission's  existing  Local  Area  Network  and 
the  completion  of  the  RFP  process  and  select  a  winning  vendor 
involved      acquisltlon    of    customized    software.    This  process 


-38- 


rv  m 


1)  Working  with  BSPP,   the  vendor  community  and  the  existing 
Blanket  Contracts  to  create  and  procure  a  major 
expansion  of  the  Local  Area  Network. 

2)  Issuance  of  the  RFP  with  the  support  and  cooperation  of 
OMIS,  Bureau  for  Systems  Policy  and  Planning  (BSPP) . 

3)  Evaluation  of  the  proposals  submitted  in  response  to  the 
RFP,  the  selection  of  a  winning  vendor  based  on  the 
evaluation  criteria,  and  negotiating  a  contract  with  the 
winning  vendor. 

With  the  LTC,  BESMHS  custom  applications  being  developed  on 
the  OMIS  data  system  and  the  staff  access  to  these  systems 
through  the  Banyan  LAN/Mainframe  connection  the  commission  will 
be  able  to  ensure  more  efficient  processing  of  rate 
calculations,  generation  of  reports,  processing  of  ad  hoc 
queries  as  well  as  decrease  our  dependence  on  other  agencies. 


PC  Support  Services 

FY89  was  the  year  for  expansion  of  the  commission's  Banyan 
Local  Area  Network.  The  LAN.  Two  Corporate  Network  System 
(CNS)  servers  were  added,  the  existing  Banyan  Network  System 
(BNS)  server  was  upgraded  to  a  CNS  server.  One  hundred  thirty 
three  Wang  personal  computers,  additional  Hewlett  Packard  Laser 
and  Panasonic  printers  were  added  to  the  Commission's  automation 
hardware.  The  software  supported  on  the  LAN  includes:  LOTUS  123 
and  Quattro  spreadsheet  packages;  WordPerfect,  Multimate  II,  and 
XyWrite  word  processors;  SPSS  and  PC-SAS  statistical  packages; 
Rbase  for  DOS  database  packages;  communication  and  utility 
packages . 

A  training  facility  consisting  of  a  room  with  seven 
Personal  computers,  an  overhead  projection  system  was  created 
during  FY89.  BSD  staff  have  continued  to  expand  the  training 
curriculum  to  offer  training  to  the  Commission's  staff  in  the 
use  of  spreadsheet  and  word  processing  packages. 

An  Apple  computer  Local  Area  Network  consisting  of  two  MAC 
lis  and  thre«  MAC  SEs  was  created  at  the  Commission. 

The  Commission  also  has  procured  a  DeskTop  Publishing  Mac 
system  with  software  used  by  the  Director  of  Communications  to 
design  and  produce  the  Commission's  publications. 

A  Massachusetts  Banyan  Users'  Group  (MASS  BUG)  was  again 
cochaired  by  RSC  staff.  This  Users'  group  has  become  a 
significant  source  of  information  for  not  only  the  Commission 
but  for  all  other  state  agencies  who  use  Banyan  Local  Area 
Networks . 
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PC  Support  Services  has  been  providing  ongoing  support  for 
all  software  and  hardware  issues  on  a  continuing  basis.  It  also 
monitor  and  maintain  the  Commissions  LAN  systems. 


Bureau  of  Ambulatory  Care  Applications 

Educational  Program 

Four  two  hour  seminars  have  been  presented,  covering  the 
use  of  SPSS  pc+  for  analysis  of  cost  report  data.  The 
appropriate  educational  materials  have  been  developed  and 
pretested  specifically  to  act  as  tutorial  materials  for  future 
use  of  the  Commission.  The  purpose  of  the  education  program  is 
to  fine  tune  statistical  educational  to  meet  the  specific  needs 
and  day  to  day  problems  of-  the  Commission.  The  topics  covered 
are : 

1)  SPSS  PC+  -  The  Basics 

2)  Data  Translation  -  from  LOTUS  12  3  to  SPSS  PC+ 

3)  Recoding  data  and  contingency  table  analysis 

4)  Reporting  part  I  -  from  SPSS  PC+  to  WORDPERFECT. 

5)  File  manipulation  and  data  screening. 


Hospital  Bureau  Applications 

Extensive  work  was  done  to  include  more  Case  Mix  data  in 
the  Gross  Patient  Service  Revenue  (GPSR)  programs.  The  Bureau 
provided  up-to-date  GPSR  data  throughout  the  fiscal  year.  GPSR 
programs  as  well  as  Medicaid  Settlement  programs  were  created 
and  run  for  FY88  and  FY89. 

Numerous  ad  hoc  reports  and  studies  were  produced  for 
various  units  within  the  Hospital  Bureau.  These  focused  around 
the  GPSR  and  the  Case  Mix  Validation  Project. 

The  Case  Mix  Validation  Project  and  Clinical  Editor  were 
full  functional.  Routine  processing  of  the  data  through  this 
software  was  ongoing. 

Extensive  work  was  done  on  the  Case  Mix  Software  and 
Databases.  Major  updates  were  performed  on  the  FY84  -  FY87 
databases.  The    FY88    database    was    completed    through  the 

Verification  Report  phase.  Major  revisions  were  completed  to 
streamline  the  archaic  Case  Mix  Software.  The  revised  software 
was  placed  in  test  mode  at  full  production.  These  revisions 
will  result  in  extensive  man-hour  savings.  Further  revisions 
are  expected  in  the  coming  fiscal  year. 
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A  process  was  started  to  electronically  receive  audited  MAC 
data  from  Blue  Cross. 

Work  was  performed  to  convert  archaic  FORTRAN  programs  to 
SAS  programs.  This  created  a  savings  in  computer  time  as  well 
as  man  hours.  The  revised  programs  are  easier  to  use, 
understand  and  modify. 

The  Bureau  continued  to  work  in  conjunction  with  the  OMIS/ 
BCS  Computer  Center  to  decrease  the  number  of  tapes  stored  in 
the  tape  library.  Programs  were  developed  to  create  efficiency 
reports  to  help  control  costs  within  the  Chargeback  System. 


Long  Term  Care 

BSD  processed  approximately  140  work  requests  from  LTC 
during  FY39.  Many  of  these  requests  were  for  ad  hoc  analysis 
reports,  requiring  new  programs  or  modifications  to  existing 
programs.     Among  the  more  significant  were  the  following  : 

-  Nursing  Home  Profitability  and  Medicaid  Occupancy 

-  Mass.  Medicaid  Upper  Limit  Analysis 

-  Nursing  Cost  and  Nursing  Wage  Analysis 

-  Nursing  Pool  Costs  and  Usage  in  Nursing  Homes 

Annual  data  processing  production  for  the  bureau  included 
timely  completion  of  the  following  : 

-  1987  RSC  Cost  Report  data  collection 

-  Generation  of  Annual  Reports  (1987  Ceilings,  Cost 
comparisons,  Patient  Days,  Incentives  etc.) 

-  1989  Nursing  Home  Interim  Rates 

-  1987  Nursing  Home  Final  Rates 

-  1989  Nursing  Home  Final  Prospective  Rates 

-  Development  of  a  Tracking  System  for  Quarterly 
Nursing  Surveys 

Generation  of  1989  Nursing  Home  Final  Prospective  Rates  was 
a  "first",  and  represents  the  first  phase  of  a  three  year 
implementation  plan.  BSD  will  run  both  retrospective  and 
prospective  final  Nursing  Home  rates,  as  part  of  it's  annual 
production  over  the  next  two  years.  LTC  plans  to  go  with  100% 
prospective  reimbursement  by  1991. 

In  addition  to  production  and  ad  hoc  work  requests,  BSD  has 
been  hard  at  work  enhancing  the  automation  of  the  LTC  System. 
Taking  advantage  of  the  expanded  the  PC /NETWORK  environment,  and 
EXCELLINK  software  to  upload  and  download  data  to  and  from  the 
mainframe,  the  unit  was  able  to  completely  redesign  the  LTC 
Facility  Subsystem.  This  application  tracks  historically  all 
Long-Term  Care  Providers,  changes  in  ownership,  and  licensed  bed 
changes . 
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Previously  a  batch  oriented  COBOL  system  running  on  a 
Mainframe,  the  subsystem  is  now  an  on-line  PC  based  system 
running  on  the  LAN  using  R: BASE  software.  This  allows  the 
Facility  subsystem  to  be  maintained  entirely  by  the  LTC  bureau, 
with  facility  data  uploaded  annually  for  implementation  of  the 
mainframe  system.  There  are  several  advantages  with  the  new 
design.  LTC  has  on-line  access  to  current  Facility  information 
with  little  additional  clerical  effort;  and  the  annual  process 
of  updating  the  mainframe  database,  which  used  to  take  a  few 
weeks  of  cooperative  effort  between  LTC  and  BSD,  now  takes  a 
matter  of  hours! 

Further  dividends  of  having  current  Facility  information 
available      electronically,  are      being    realized    with  the 

development  of  an  on-line  Rate  History  System.  During  FY89 
thousands  of  Rates  were  entered  into  an  R:Base  database  for 
uploading  and  analysis  on  the  mainframe  using  SAS .  Capture  of 
rate  data  now,  is  not  only  immediately  useful  for  analysis  pur- 
poses, but  will  save  much  effort  in  the  upcoming  conversion  to 
the  new  software  system.  This  new  system,  now  in  development  by 
Software  AG,  will  replace  entirely  the  current  mainframe  system, 
and  significantly  enhance  the  automated  capabilities  of  LTC. 

In  addition,  BSD  made  available  extracts  of  the  database 
for  simplified  access  and  analysis,  of  TNS  data  using  PC  based 
software.  TNS  data  was  also  uploaded  to  a  SAS  data  base  on  the 
OMIS  mainframe,  for  more  sophisticated  statistical  analysis 
using  SAS  software. 


Bureau  of  Educational,  Social  and  Mental  Health  Services 

During  FY89,  BSD  primarily  functioned  as  an  R: BASE  and 
application  database  consulting  source  to  the  BESMHS  bureau. 
Many  new  functions  and  reports  have  been  developed  by  BESMHS  and 
integrated  into  the  core  database  application,  which  was 
originally  developed  by  BSD  to  capture  Vendor  Identification  and 
RSC-1100  data.  In  addition  to  providing  technical  assistance, 
and  attempting  to  coordinate  the  integration  of  BESMHS  developed 
enhancements,  BSD  contributed  several  enhancements,  including 
the  following: 

-  Development  of  a  Contract  and  Cost  Report  Log  System. 
This  application  was  originally  a  separate  database 
application.     It  was  redesigned  and  integrated  into  the 
core  database. 

-  Added  a  look-up  function  for  MARS  program  codes,  which 
greatly  increases  the  data  integrity  and  analysis  value 
of  contract  program  data. 
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-  Development  of  a  revised  Surplus  Deficit  (aka  Re-use 
and  Recovery)   report  for  EOHS.     This  report  gives  an 
indication  of  the  relative  health  of  the  industry,  by 
measuring  the  ratio  of  surplus  dollars  to  deficit 
spending. 

Data  analysis,  rate  analysis  and  reporting  functions 
continued  for  the  BESMHS  Day  Care  providers.  Modifications  to 
log  reports  and  creation  of  new  reports  were  accomplished. 
These  included  the  Daycare  Service  Analysis  and  Final  Contract 
Rate  Analysis  reports.  A  variety  of  statistical  analyses  were 
performed. 


MISC.   /  Temporary  Nursing  Services. 

BSD  played  an  integral  role  as  part  of  the  new  inter-bureau 
committee  organized  to  study  Temporary  Nursing  Services  (TNS) . 
The  task  of  the  committee  was  to  collect  information  on  TNS 
agencies,  study  the  data,  and  take  appropriate  action. 

Initially,  a  "Price  Filing  Form"  was  developed,  and  sent 
out  to  all  registered  TNS  agencies.  BSD  provided  design 
specifications  for  the  survey  instrument,  and  implemented  an 
initial  database  to  provide  identification  and  mailing  labels. 
A  PC  based  (R:Base)  database  application  was  then  designed  and 
developed  by  BSD  to  collect  the  data,  provide  analysis 
capabilities,  and  generate  reports. 

The  following  summarizes  the  functions  of  the  TNS 
application: 

a)  Collect  Price  Filing  survey  data  -  implemented  by  BSD  in 
conjunction  with  the  Bureau  of  Ambulatory  Care  (BAC) . 

b)  Maintain  the  TNS  database  -  add  new  agencies,  change  of 
address  etc. 

c)  Provide  basic  reporting  functions  such  as  the  Agenda  for 
rate  certification,  and  calculation  of  regional  price 
caps. 

d)  Gensxate  the  Price  Filing  Report  -  a  comprehensive 
listing  of  TNS  agencies,  their  pricing  structures  and 
policies.     This  report  is  now  a  Quarterly  publication  of 
the  Co— ission,  and  is  implemented  by  BSD  in  conjunction 
with  the  RSC  Office  of  Communications. 
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Office  of  the  General  Counsel 

INTRODUCTION 


Responsibilities  of  the  Office  of  the  General  Counsel 


Legal  services  provided  to  the  Commission  by  this  Office 
consist  primarily  of  two  functions:  (1)  advising  the  Commis- 
sion's staff  members,  bureau  directors,  and  commissioners  of  the 
legal  ramifications  of  proposed  actions,  and  (2)  representing 
the  Commission  at  adjudicatory  hearings  conducted  by  the  Divi- 
sion of  Administrative  Law  Appeals  (DALA) .  The  purpose  of  the 
DALA  hearings  is  to  determine  whether  particular  rates  for  in- 
dividual providers  are  "fair,  reasonable,  and  adequate"  within 
the  meaning  of  Massachusetts  General  Law  (G.L.  c.  6A,  ss  31-77) 
and  cases  construing  the  applicable  statute. 


In  addition,  staff  attorneys  work  closely  with  their  col- 
leagues in  the  state  Attorney  General's  Office  and  with  counsel 
from  other  human  service  agencies  in  matters  where  their  assis- 
tance is  required.  Legal  staff  also  have  occasion  to  contact 
staff  attorneys  from  the  federal  Department  of  Health  and  Human 
Services  (HHS)  in  order  to  keep  abreast  of  develpments  in  fed- 
eral law  which  affect  the  work  of  the  Massachusetts  Rate  Setting 
Commission,  in  particular  developments  in  the  area  of  Medicaid 
reimbursement  under  Title  XIX  of  the  Social  Security  Act. 


Also,  in  addition  to  the  advisory  and  litigative  work  that 
is  done  for  the  Commission,  the  staff  of  the  legal  bureau  pro- 
vide assistance  to  the  Attorney  General's  Office  in  its  handling 
of  suits  brought  on  behalf  of  the  Commission  (affirmative  lit- 
igation) and  suits  challenging  the  Commission's  regulations. 


The  General  Counsel  devotes  substantial  time  to  steering 
regulations  through  the  Commonwealth's  legislative  rule-making 
process.  The    Commission's    rate-setting    methodologies  are 

embodied  in  over  forty  regulations  taking  up  approximately  450 
pages  in  the  Code  of  Massachusetts  Regulations  (CMR) .  Most  of 
these  regulations  must  be  promulgated  annually.  Promulgation  is 
a  lengthy  process,  subject  to  the  time  requirements  of  the 
statutes  and  orders  described  on  pages  through 


Organization  of  the  Office  of  the  General  Counsel 


The  Office  of  the  General  Counsel  (sometimes  referred  to  as 
the  "Legal  Bureau")  includes  the  General  Counsel,  six  staff 
attorneys,  a  legislative  liaison,  and  one  fulltime  accountant. 


Statutes  and  Orders  Applicable  to  the  Commission 


Filing  with  Wavs  and  Means.   Post  Audit  Committees 
(G.L.  c.   6A,   s  32;  paragraph  9) 

The  Commission  must  file  a  copy  of  regulations  and  rates 
with  the  budget  director  and  with  the  House  and  Senate 
Committees  on  Ways  and  Means  and  with  the  Joint  Legislative 
Committee  on  Post  Audit  and  Oversight. 

Compliance  and  Administrative  Procedure  Act 
(G.L.   c.   6A,   s  32) 

Chapter  30A,  the  State  Administrative  Procedure  Act, 
requires,  among  other  things,  advertisement  of  all  public 
hearings  and  a  minimum  21-day  notice  period  before  each  public 
hearing.  In  fact,  the  Commission  allows  30  days  in  order  to 
meet  the  time  requirements  for  review  by  the  Commission's 
Advisory  Council,  as  noted  below.  - 

Review  bv  Advisory  Council 
(G.L.   c.    6A,   s  32) 

This  section  of  state  law  established  an  advisory  council 
composed  of  designees  from  other  human  service  agencies,  repre- 
sentatives of  provider  groups,  and  consumers.  Among  the  Ad- 
visory Council's  powers  and  duties  is  "...the  right  to  at  least 
sixty  days  prior  review  and  comment  on  any  proposed  rule  or 
regulation  of  the  Commission  or  any  of  its  bureaus,  with  the 
exception  of  regulations  promulgated  on  an  emergency  basis." 
G.L.  c.  6A,  s  32  further  provides  that  "...the  Council  shall  be 
notified  at  least  ten  days  in  advance  of  any  public  meeting  or 
hearing  scheduled  by  the  Commission  or  any  of  its  bureaus." 

Charge  Control  Review  by  Hospital  Policy  Review  Board 

(G.L.  c.   6A,   s  34A) 

The  Hospital  Policy  Review  Board  is  an  11  member  board  which 
reviews  regulations  and  rules  pertaining  to  the  Commission's 
charge  control  program  for  non-acute  hospitals.  This  section 
provides,  among  other  things,  that  "...the  board  shall  have  the 
right  to  at  least  sixty  days  prior  review  and  comment  onm  any 
proposed  rule  or  regulation  of  the  Commission,  except  for  rules 
or  regulation  promulgated  on  an  emergeny  basis,  issued  pursuant 
to  sections  thirty-seven  to  forty-six,  inclusive." 

Executive  Order  #145: 
Notice  to  Agencies  Representing  Cities  and  Towns 

Executive  Order  #145  requires  14  days  notice  regarding  the 
fiscal    impact    of    rate-setting    actions    to    the  agencies  named 
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therein  prior  to  the  commencement  of  the  notice  period  under 
G.L.  c.  30A. 


Federal  Regulatory  Requirements 
under  Title  XIX  of  the  Social  Security  Act 

Regulations  wich  require  amendments  to  the  Commonwealth's 
"Medicaid  State  Plan"  must  be  submitted,  during  the  quarter  in 
which  they  are  to  be  effective,  to  the  federal  Department  of 
Health  and  Human  Services  (HHS) .  The  Massachusetts  Department 
of  Public  Welfare  transmits  these  amendments  which  are  prepared 
with  the  assistance  of  counsel  from  both  agencies. 

Federal  regulations  codified  at  42  CFR  447  set  forth 
specific  requirements  for  notice  of  any  change  in  the  method  or 
level  of  reimbursement  for  services  under  the  Medicaid  program. 


Compliance  with  Regulations  of  the  Secretary  of  State's  Office 
(G.L.  c.   30A,   ss  5-6A  and  950  CMR  20.00) 

Each  regulation  must  be  typed  and  filed  according  to  rules 
and  regulations  strictly  enforced  by  the  office  of  the  Secretary 
of  State  of  the  Commonwealth  of  Massachusetts  to  ensure  that  the 
Code  of  Massachusetts  Regulations  (CMR)  is  uniform,  up-to-date, 
and  correct. 


Fiscal  Impact  Statement  to  be  Filed  with  the  Secretary  of  State 
(Chapter  367,   s  43,  of  the  Acts  of  1978) 

Each  regulation  filed  with  the  office  of  the  Secretary  of 
State  of  the  Commonwealth  of  Massachusetts  must  be  accompanied 
by  a  fiscal  impact  statement. 


*** 


The  foregoing  legal  requirements  applicable  to  the 
promulgation  of  regulations  by  the  Commission  demonstrate  that 
the  Commission 1  s  output  is  subject  to  careful  scrutiny  by  a 
broad  rang*  of  interested  parties,  including  several  committees 
of  the  legislature. 


These  numerous  requirements  call  for  extraordinary  diligence 
on  the  part  of  the  legal  and  administrative  staff  of  the 
Commission  in  order  to  fulfill  the  steps  needed  to  make  a 
regulation  effective. 
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Office  of  Communications 


INTRODUCTION 


Responsibilities  of  the  Office  of  Communications 


Midway  through  fiscal  year  1987,  the  Office  of  Communica- 
tions was  created  specifically  to  centralize  responsibility  for 
the  press,  public  relations,  and  publications  work  of  the  Rate 
Setting  Commission.  The  Director  of  Communications  is  in  charge 
of  the  work  of  this  office. 


The  Director  is  responsible  for  all  press  releases,  for  the 
handling  of  the  Commission ' s. response  to  press  inquiries,  includ- 
ing the  arrangement  of  interviews,  and  for  all  other  matters  in- 
volving the  news  media.  In  dealing  with  the  press,  the  Director 
frequently  serves  as  a  spokesperson  for  the  Commission,  and,  in 
appropriate  instances,  refers  certain  matters  of  policy  or  tech- 
nical inquiries  to  the  Bureau  Directors,  Executive  Secretary, 
General  Counsel,  or  Commissioners  for  comment.  The  Director  of 
Communications  also  arranges  and  facilitates  all  press  confer- 
ences initiated  by  the  Commission. 


In  addition  to  press  relations,  the  Director  also  works  with 
the  Commissioners,  Bureau  Directors,  and  staff  to  design  and 
produce  official  publications  related  to  the  work  of  the 
agency.  Publications  include  the  Commission's  annual  report, 
official  Rate  Setting  Commission  handouts,  studies,  special 
reports,  extracts  of  other  papers,  executive  summaries,  and 
presentation  materials. 


The  Director  also  handles  the  dissemination  of  certain  kinds 
of  information  both  internally  and  externally  to  the  Commission. 
This  activity  includes  maintaining  an  in-house  library  of  pub- 
lished materials  relating  to  the  Commission  and  its  work,  and 
the  posting  and  distribution  of  print  media  clippings,  radio  and 
television  transcripts,  and  certain  audio-visual  materials  (e.g. 
photographs,  tape  recordings,  and  videos) .  This  information  is 
intended  to  help  keep  Commission  staff  abreast  of  reports  per- 
taining to  the  Commission,  and  up-to-date  on  the  latest  happen- 
ings in  health  care  across  the  Commonwealth,  and  in  the  nation. 


Organization  of  the  Office  of  Communications 


The  Office  of  Communications  is  organized  into  three  func- 
tional areas  of  activity:  press  relations,  publications,  and 
public    relations.        The  activities  are  managed  and  performed  by 
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the  Director  of  Communications.  Workplans  and  timetables  3re 
the  responsibility  of  the  Director.  The  Commissioners,  Execu- 
tive Secretary,  General  Counsel,  Bureau  Directors,  and  staff 
contribute  draft  written  material,  essential  information,  and 
other  input  on  a  project-by-project  basis. 
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Administrative  Unit   

FISCAL  YEAR  1989  OVERVIEW 


The  administration  of  the  day-to-day  operations  of  the  Rate 
Setting  Commission  is  directed  by  the  Executive  Secretary. 
Included  in  this  activity  are  the  following  services: 


Information  Services 

Information  Services  encompasses  a  variety  of  activities, 
such  as  the  gathering  of  data  and  the  preparation  of  written 
reports  as  required  by  the  Governor,  the  Executive  Office  of 
Human  Services,  the  Executive  Office  of  Administration  and 
Finance,  and  the  legislature.  Information  Services  staff  also 
services  requests  for  public  information  from  a  wide  variety  of 
seekers  under  the  Freedom  of  Information  Acts.  This  activity 
includes  maintains  extensive  in-house  records  and  other  library 
resources.  The  Commission  maintaining  the  largest  financial 
Data  Base  on  Health  Care  in  Massachusetts  and  is  a  major  source 
of  information  for  scholars,  accountants  and  attorneys. 

Information-related  operations  also  include  a  subscription 
service  instituted  to  improve  the  flow  of  standard  requests  for 
information  on  ongoing  Commission  business.  For  an  annual  fee 
the  Commission  regularly  sends  subscribers  information  on  public 
hearings,  copies  of  proposed  and  promulgated  regulations, 
advisory  rulings,  and  a  copy  of  the  annual  report.  The  service 
eliminates  the  necessity  for  interested  parties  to  be  in 
constant  touch  with  the  Commission  in  search  of  this 
information.  There  are  presently  over  200  individuals  and 
organizations  subscribing  to  this  service. 

The  Commission  also  maintains  as  "Interested  Party  List" 
which  is  updated  each  year.  Interested  parties  are  sent  notices 
of  public  hearings.  Any  party  desiring  to  become  a  subscriber 
or  interested  party  should  send  a  formal  request  to  the 
Executive  Secretary. 

Communication  of  activity  is  an  extremely  important 
function  of  the  Commission.  The  Commission  solicits  information 
from  a  variety  of  sources  and  finds  this  information  most 
helpful  in  developing  regulations. 


Personnel  Services 

The  Office  of  Human  Resources,  is  responsible  for  the 
implementation  of  the  Employee  Performance  Review  System  (EPRS) 
Program.  The  program  encourages  performance  through  positive 
communication.  The      program      begins      each      year    with  a 

Commission-wide    meeting  to  give  all  employees  a  general  overview 
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of  EPRS.  A  training  program  is  conducted  to  assist  managers  and 
supervisors  in  their  efforts  to  review  and  update  employee  job 
specifications  and  goals.  The  Commission  is  now  in  the  third 
year  of  the  program  and  reports  positive  results  in  employee 
growth,  development,  and  productivity. 

In  conjunction  with  the  review  of  job  specifications, 
Personnel  Services  staff  conducts  an  ongoing  process  of 
evaluating  the  classification  of  all  employees  and  takes  steps 
to  reclassify  those  who  are  misclassif ied. 

The  Office  of  Human  Resources  is  responsible  for  the 
development  of  implementation  and  ongoing  reviews  of  the 
Commission's  Policies  and  Procedures. 


Pride  and  Performance 

The  Commission  was  pleased  to  recognize  the  outstanding 
performance  of  several  employees  during  fiscal  year  1989. 
Recipients  of  the  Commonwealth  Citations  for  Outstanding 
Performance  were  Karen  Wallace,  Policy  Analyst,  Bureau  of 
Ambulatory  Care,  Terry  Crane,  Clerk  III  ,  Bureau  of  Educational, 
Social  and  Mental  Health  Services,  and  Jane  Leonard,  Policy 
Analyst,  Bureau  of  Educational,  Social  and  Mental  Health 
Services . 


Affirmative  Action 


The  Commission  has,  through  the  years,  maintained  a  strong 
commitment  to  the  employment  and  promotion  of  minorities  and 
women.  This  commitment  continued  through  fiscal  year  1989  with 
the  development  of  a  structured  outreach  plan  to  identify  and 
use  all  available  resources  that  might  help  the  Commission  with 
its  aim  of  increasing  employment  of  minorities,  Vietnam  era 
veterans,  and  the  disabled. 

During  the    year,     the  number  of  women  employed  at  the 

Commission    rose  from    80    to    91,     a    13.8  increase.    Women  now 

represent    54.2%  of    the    workforce.        The  number  of  minorities 

increased  to  31.  This  represents  18.5%  of  the  staff. 

In  conjunction  with  and  as  part  of  the  Affirmative  Action 
Plan,  an  A. A.  Advisory  Group  was  established  to  recommend  and 
assist  Administration  to  increase  the  number  of  protected  group 
employees  and  to  establish  an  aggresive  career  ladder  training 
program. 

Financial  Services 

On  July  1,  1983,  Governor  Michael  S.  Dukakis  signed  into 
law    Chapter    233,     "An    Act  to  Provide  A  Revenue  Enforcement  and 
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Protection  Program  for  the  Commonwealth."  Section  2  requires 
the  Commission  to  annually  assess  all  acute  hospitals  for 
estimated  expenses.  Chapter  233  remained  in  effect  during 
fiscal  year  1989.  Revenue  received  by  the  Commission  from  all 
sources  in  fiscal  year  1989  was  $10,116,366.93. 


Other  Administrative  Activities 

The  Rate  Setting  Commission  for  the  past  eighteen  years  has 
encouraged  employee  participating  in  the  Massachusetts  State 
Employee  Blood  Donor  Program.  In  fiscal  year  1989,  there  were 
11  five-time  donors.  In  all,  employees  donated  113  pints  of 
blood.  The  employee-sponsored  program  has  been  directed  for  the 
past  16  years  by  Theresa  Brutza,  of  the  Bureau  of  Long-Term  Care 
Facilities. 

Under  the  leadership  of  Executive  Secretary  John  Daley  the 
Commission's  Commonwealth  of  Massachusetts  Employee  Campaign 
(COMEC)  once  again  exceeded  its  goal.  Contributions  reached  a 
new  high  of  $7,017  dollars  for  fiscal  year  1989. 


Future  Activity 

The  Administrative  unit  has  developed  plans  to  dedicate 
fiscal  year  1990  to  improving  overall  administrative  efficiency 
throughout  the  agency.  It  is  anticipated  that  the  results  of 
these  plans  will  allow  the  administrative  staff  to  better  serve 
the  interests  of  the  Commission  and  the  general  public. 

Administration  is  committed  to  improving  the  quality  of 
work  life  for  Commission  employees.  The  process  includes 
solicitation  of  employee  input  and  recognized  the  importance  of 
each  staff  member  and  the  value  each  persons  contributions.  Our 
employees  are  our  most  important  asset. 
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Inter-Agency  Relations 


INTRODUCTION 


5?  Settln9  Commission  recognizes  the  importance  of 

the  coordination  of  its  rate-making  authority  with  the 
rule-making  responsibilities  of  other  state  agencies.  In  this 
regard,  the  Commission  has  established  three  goals  which  it 
seeks  to  achieve  in  its  working  relationship  with  other 
governmental  units.  H  tner 


First,  in  the  course  of  analyzing  and  determinina 
reimbursement  policy,  the  Commission  used*  its  rate^aking 
authority  to  assure  that  the  standards  established  by  regulatory 
agencies  can  be  achieved  and  that  Commission  regulations  do  not 
standards .  Pr°VlderS      ^      complyin<?      with  established 

The  Commission  also  seeks  to  use  its  authority  to  support 
the  program  objectives  to  the  purchasing  agencies. 

And  finally,  the  Commission  seeks  to  use  its  authority  to 
complement  or  support  the  regulatory  responsibilities  of  other 
agencies  and,  where  feasible,  to  help  enforce  regulatory 
decisions  made  by  the  competent  authority. 

INTER-AGENCY  REGULATIONS 

The  Rate  Setting  Commission  continues  to  make  it  a  practice 
to  ensure  in  its  regulations  that  providers  receive  adequate 
reimbursement  to  satisfy  licensure  requirements  and  other 
standards  promulgated  by  state  and  federal  agencies.  For 
example,  Commission  regulations  providing  for  cost-related 
reimbursement  to  institutional  providers  (specifically 
hospitals,  long-term  care  facilities,  and  child  care  agencies) 
contain  allowances  for  providers  to  receive  adjustments  in 
excess  of  established  rates  or  in  excess  of  cost  ceilings 
contained  in  the  pertinent  regulation,  where  the  excess  costs 
incurred  are  a  function  of  licensing  standards,  whether  imposed 
by  the  Massachusetts  Department  of  Public  Health  or  the  Office 
for  Children. 


Within  this  general  objective,  however,  two  issues  emerge. 
First,  the  Commission  reserves  the  right  to  determine  the 
reasonableness  of  the  expense  incurred  in  satisfying  licensing 
requirements.  In  most  cases,  the  Commission  inquires  as  to 
whether  the  amount  expended  by  the  provider  was  appropriate  to 
achieve  the  mandated  result.  In  this  context,  the  Commission 
usually  follows  the  accounting  principles  which  requires  the 
expenditure  to  have  occurred  prior  to  its  being  recouped  in 
reimbursement  rates.  In  this  way,  there  is  greater  control  over 
the  appropriateness  of  the  amount  of  the  expenditure. 


The  second  issue  involves  the  capacity  of  the  licensing 
agency  to  conduct  inspections  to  provide  information  necessary 
to  support  an  adjustment  to  the  rate.  For  example,  the 
Commission's  regulation  on  long-term  care  facilities  permits  an 
adjustment  where  additional  nursing  hours  are  needed  for 
patients  in  "level  III"  facilities.  In  order  for  the  Commission 
to  perform  its  work,  it  is  first  necessary  for  the  Department  of 
Public  Health  to  inspect  the  facilities  and  to  certify  the 
appropriate  level  of  nursing  needs.  Only  on  this  basis  can  the 
Commission  responsibly  assure  that  rates  will  permit  providers 
to  satisfy  established  standards. 

Unlike  some  other  state  agencies,  the  Commission  does  not 
have  direct  program  responsibilities.  Decisions  pertaining  to 
the  programs  purchased  from  providers  rest  with  the  purchasing 
agencies--f or  example,  the  scope  of  clinical  services  purchased 
by  the  Massachusetts  Department  of  Public  Welfare  or  the 
residential  treatment  programs  supported  by  the  Massachusetts 
Department  of  Youth  Services.  The  Commission's  responsibility 
is  to  design  a  reimbursement  methodology  which  supports  and 
advances  the  program  objectives  of  the  purchasing  agency. 

In  this  role,  Commission  necessarily  work  closely  with  the 
staff  of  purchasing  agencies  in  order  to  understand  program 
intent  and  to  design  compatible  reimbursement  methodologies. 
Examples  of  continuous  working  relationships  which  exist  with 
other  state  agencies  include  the  collaborative  efforts  in 
ambulatory  care  services,  as  well  as  changes  to  the  Commission's 
long-term  care  regulations. 

During  fiscal  year  1989,  the  Commission  worked  in  all  areas 
to  maintain  its  strong  responsive  relationship  with  other 
agencies,  with  providers  of  service,  and  with  consumer-oriented 
organizations.  It    is    the    intention    of    the    Rate  Setting 

Commission  to  continue  its  dedication  to  this  principle. 


! 
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Appendices 


Appendix  A: 

Regulations  and  Amended 
Regulations  Promulgated 
During  Fiscal  Year  1989 

Appendix  B: 

Public  Hearings  Held 

During  Fiscal  Year  1989 

Appendix  C: 
Advisory  Rulings/ 
Advisory  Rulings 
In  Fiscal  Year  1989 


APPENDIX  A 
REGULATION  AND  AMENDED  REGULATIONS 
PROMULGATED  DURING  FISCAL  YEAR  1989 


BUREAU/ REGULATION 
BUREAU  OF  HOSPITALS 
114.1  CMR  29.00 

114.1  CMR  28.00 

114.1  CMR  33.00 

114.1  CMR  34.00 

114.1  CMR  33.00 

114.1  CMR  28.00 

114.1  CMR  33.00 

114.1  CMR  28.00 


TITLE  DATE  ADOPTED 


Rate  and  Charge  Determination  for  7/28/88 

Certain  Intermediate  Care  Facilities 

for  the  Mentally  Retarded  Operated  by 

the  Department  of  Mental  Health 

Systems  for  Review  and  Approval  of  8/25/88 

Non-acute  Hospital  Charges,  Publicly 

Assisted' Rates  of  Payment  and  Industrial 

Accident  Rates  of  Payment 
♦Review  and  Approval  of  Acute  Hospital  8/25/88 

Charges  and  Determination  of  Rates  of 

Payment  by  Third  Party  Payors  Other 

Than  Medicare 
♦Interim  Regulation  for  the  Review  and  Approval  of 

Acute  Hospital  Charges  and  Determination  of  Rates 

of  Payment  by  Third  party  Payors  Other  Than 

Medicare  9/29/88 

Review  and  Approval  of  Acute  Hospital  1/17/89 

Charges  and  Determination  of  Rates  of 

Payment  by  Third  Party  Payors  Other 

Than  Medicare 
♦Systems  for  Review  and  Approval  of  4/13/89 

Non-Acute  Hospital  Charges,  Publicly 

Assisted  Rates  of  Payment  and  Industrial 

Accident  Rates  of  Payment 
♦Review  and  Approval  of  Acute  Hospital  6/28/89 

Charges  and  Determination  of  Rates  of 

Payment  by  Third  party  Payors  Other 

Than  Medicare 
♦System  for  Review  and  Approval  of  6/28/89 

Non-Acute  Hospital  Charges,  Publicly 

Assisted  Rates  of  Payment  and  Industrial 

Rates  of  Payment 


BUREAU  OF  LONG  TERM  CARE  FACILITIES 


114 

.2 

CMR 

5. 

00 

114 

.2 

CMR 

4. 

00 

114 

.2 

CMR 

5. 

00 

114 

.2 

CMR 

2. 

00 

114 

.2 

CMR 

2. 

00 

♦Prospective  Rates  of  Payment  to 
Long  Term  Care  Facilities 
Rates  of  Payment  to  Long  Term  Care 
Facilities 

Prospective  Rates  of  Payment  to 
Long  Term  Care  Facilities 
♦Rates  of  Payment  to  Long  Term 
Care  Facilities 
Rates  of  Payment  to  Long  Term 
Care  Facilities 


7/28/88 

9/22/88 
11/3/88 

12/15/88 

2/23/89 
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BUREAU /REGULATION 


TITLE 


DATE  ADOPTED 


114.2  CMR  2.00  *Rates  of  Payment  to  Long  Term  4/2  0/89 

Care  Facilities 

114.2  CMR  5.00  *Prospective  Rates  of  Payment  to  4/20/89 

Long  Term  Care  Facilities 
114.2  CMR  3.00  Prospective  Rate  Determination  for  5/4/89 

Intermediate  Care  Facilities  for  the 

Mentally  Retarded  (ICF-MR) 


BUREAU  OF  AMBULATORY  CARE 


114 

X  X.  *"t  • 

3 

-> 

CMR 

3  0 

.  00 

X  w  Ci  ill       i—i  V  u  X.UU  w  X  w  11       w>  *3  X   V  X.  V— »  d  9 

7  /  P  Q  /  Q  Q 

114  . 

3 

CMR 

43 

.  00 

Hospice  Services 

7/28/88 

114  . 

3 

CMR 

4  . 

00 

Community  Health  Centers 

7/29/88 

*     /     A*  — *    /      -J  \J 

114  . 

3 

CMR 

6  . 

00 

Rates  of  Payment  for  Mental 

7/29/88 

Health  Services  Provided  in 

Communitv  Health  Centers  and 

Mental  Health  Centers 

114  . 

3 

CMR 

7  . 

00 

Psychiatric  Day  Treatment 

7/29/88 

Centers 

114  . 

3 

CMR 

3  . 

00 

Home  Health  Aaencv  Services 

7/29/88 

114  . 

3 

CMR 

14 

.  00 

Dental  Services 

8/25/88 

114  . 

3 

CMR 

41 

.  00 

Criteria  for  Credit  and  Collection 

Policies  and  Reimbursement  for 

•             »                                                     A  A  >A         A  X               AAA-Aw  iAA>          w«M^»A  A  S»          A*  ^ 

Bad  Debt  and  Free  Care  in  Community 

Health  Centers 

A  A  ^»     *                A  A                *w  A  A  W         A»  w 

8/25/88 

114  . 

3 

CMR 

10 

.00 

Adult  Day  Health  Services 

9/9/89 

114  . 

3 

CMR 

12 

.  00 

Family  Planning  Services 

9/9/88 

114. 

3 

CMR 

15 

.00 

Vision  Care  Services  and 

9/22/88 

Ophthalmic  Materials 

114. 

3 

CMR 

22 

.00 

Durable  Medical  Equipment, 

9/22/88 

Oxygen  and  Respiratory 

Equipment 

114. 

3 

CMR 

34 

.  00 

Prostheses,  Prosthetic  Devices, 

9/22/88 

and  Orthotic  Devices 

114. 

3 

CMR 

31 

.00 

Prescribed  Drugs 

10/20/88 

114. 

3 

CMR 

45 

.00 

♦Temporary  Nursing  Services 

10/25/88 

114. 

3 

CMR 

37 

.00 

Chronic  Maintenance  Dialysis 

Treatments  and  Home  Dialysis 

Supplies 

11/3/88 

114  . 

3 

CMR 

39 

.00 

Rehabilitation  Clinic  Services, 

11/3/88 

Audiological  Services,  Restorative 

Services 

114. 

3 

CMR 

44 

.00 

Freestanding  Diagnostic  and  Surgical 

11/17/88 

Facilities 

114. 

3 

CMR 

8. 

00 

Outpatient  Tuberculosis  Control 

12/30/88 

Services 

114. 

3 

CMR 

9. 

00 

Independent  Living 

2/9/89 

114. 

3 

CMR 

28 

.00 

Chiropractic  Services 

2/23/89 
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BUREAU/ REGULATION 


TITLE 


DATE  ADOPTED 


114  . 

3 

CMR 

23 

.  00 

Hearing  Aid  Dealers 

5/1/89 

114  . 

3 

CMR 

29 

.  00 

Psychological  Services 

5/1/89 

114  . 

3 

CMR 

11 

.  00 

Homemaker /Home  Health  Aid 

5/18/89 

Services 

114  . 

3 

CMR 

26 

.  00 

Podiatric  Care 

5/18/89 

114. 

3 

CMR 

42 

.  00 

Malpractice  Methodology 

5/18/89 

114  . 

3 

CMR 

3  . 

00 

Home  Health  Agency  Services 

6/5/89 

114. 

3 

CMR 

20 

.  00 

Clinical  Laboratory  Services 

6/5/89 

114. 

3 

CMR 

45 

.00 

Temporary  Nursing  Services 

6/15/89 

114. 

3 

CMR 

4  . 

00 

Community  Health  Centers 

6/29/89 

114  . 

3 

CMR 

6. 

00 

Mental  Health  Centers 

6/29/89 

114  . 

3 

CMR 

7  . 

00 

Psychiatric  Day  Treatment 

6/29/89 

BUREAU  OF 

EDUCATIONAL, 

SOCIAL  AND  MENTAL  HEALTH  SERVICES 

114  . 

5 

CMR 

7  . 

00 

*RATES  FOR  EARLY  INTERVENTION 

12/1/88 

114  . 

5 

CMR 

8  . 

00 

*RATES  FOR  DAY  HABILITATION 

12/1/89 

114  . 

5 

CMR 

6. 

00 

*RATES  FOR  CERTAIN  SUBSTANCE 

ABUSE  PROGRAMS 

12/22/88 

114. 

4 

CMR 

9  . 

00 

CERTAIN  EDUCATIONAL  PROGRAMS 

12/1/89 

114. 

5 

CMR 

7  . 

00 

RATES  FOR  EARLY  INTERVENTION 

PROGRAM  SERVICES 

2/23/89 

114. 

5 

CMR 

8  . 

00 

RATES  FOR  DAY  HABILITATION 

PROGRAM  SERVICES 

2/23/89 

114. 

4 

CMR 

8. 

00 

VOUCHER  PAYMENTS  FOR  DAY 

CARE  FACILITIES 

4/20/89 

114. 

4 

CMR 

5. 

00 

DAY  CARE  SERVICES 

5/4/89 

114. 

5 

CMR 

3  . 

00 

RATES  FOR  CERTAIN  SOCIAL 

REHABILITATIVE  AND  EDUCATIONAL 

PROGRAMS  (POS) 

5/4/89 

114. 

5 

CMR 

6. 

00 

RATES  FOR  CERTAIN  SUBSTANCE  ABUSE 

PROGRAMS 

6/29/89 

114. 

5 

CMR 

7. 

00 

RATES  FOR  EARLY  INTERVENTION 

PROGRAM  SERVICES 

6/29/89 

114. 

5 

CMR 

8. 

00 

RATES  FOR  DAY  HABILITATION 

6/29/89 
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APPENDIX  B 

PUBLIC  HEARINGS  HELD  DURING  FISCAL  YEAR  1989 


DATE  REGULATION 


7/26/88 

114  .  3 

CMR 

41.00 

7/26/88 

114  .  3 

CMR 

14  .  00 

8/10/88 

114.3 

CMR 

12  .00 

8/10/88 

114.3 

CMR 

10.00 

8/10/88 

114.2 

CMR 

4. .00 

Res  ident 

8/24/88 

114  .  3 

CMR 

34  .  00 

8/24/88 

114  .  3 

CMR 

22  .  00 

8/24/88 

114.3 

CMR 

15.00 

9/15/88 

114  .  3 

CMR 

31.  00 

9/29/88 

114.2 

CMR 

5.00 

9/29/88 

114.3 

CMR 

37.00 

9/29/88 

114.3 

CMR 

39.  00 

10/18/88 

114.3 

CMR 

44.00 

11/14/88 

114.1 

CMR 

33.00 

11/30/88 

114.3 

CMR 

8.00 

1/5/88 

114.3 

CMR 

9.00 

1/6/89 

114.4 

CMR 

9.00 

1/11/89 

114.4 

CMR 

5.00 

1/11/89 

114.4 

CMR 

8.00 

SUBJECT 

Criteria  for  Credit  and 
Collection  Policies  and 
Reimbursement  for  Bad  Debt 
and  Free  Care  in  Community 
Health  Centers 
Dental  Services 
Family  Planning  Services 
Adult  Day  Health  Services 
Rates  of  Payment  to 
Care  Facilities 
Prostheses,  Prosthetic 
Devices,   and  Orthotic 
Devices 

Durable  Medical  Equipment, 
Oxygen  and  Respiratory 
Therapy  Equipment 
Vision  Care  Services  and 
Ophthalmic  Materials 
Prescribed  Drugs 
Prospective  Rates  of 
Payment  to  Long-Term  Care 
Facilities 
Chronic  Maintenance 
Dialysis  Treatments  and 
Home  Dialysis  Supplies 
Rehabilitation  Clinic 
Services,  Audiological 
Services;  Restorative 
Services 

Freestanding  Diagnostic  and 
Surgical  Facilities 
Review  and  Approval  of 
Acute  Hospital  Charges  and 
Determination  of  Rates  of 
Payment  by  Third  Party 
Payors  Other  Than  Medicare 
Outpatient  Tuberculosis 
Control  Services 
Independent  Living  Services 
for  the  Severely  Physically 
Disabled 

Certain  Educational 
Programs 

Day  Care  Centers 
Services-Contracted 
Voucher  Payments  for  Day 
Care  Facilities 


-58- 


DATE  REGULATION 


1/11/89 

114  .  5 

CMR 

3  .  00 

1/11/89 

114.5 

CMR 

7.00 

1/11/88 

114.5 

CMR 

8.00 

1/23/89 

114.2 

CMR 

2.00 

10:00  a.m. 

1/23/89 

114  .  2 

CMR 

2. .00 

11:00  a.m. 

1/23/89 

114  .  3 

CMR 

28  .  00 

2/3/89 

114  .  5 

CMR 

6.  00 

3/30/89 

114  .  2 

CMR 

3  .  00 

3/30/89 

114.3 

CMR 

23.00 

3/30/89 

114.3 

CMR 

29.00 

4/18/89 

114.3 

CMR 

11 . 00 

4/18/89 

114.3 

CMR 

26.00 

4/18/89 

114 .  3 

CMR 

42 . 00 

5/3/89 

114.3 

CMR 

3 . 00 

5/3/89 

114.3 

CMR 

20.00 

5/3/89 

CHHC-7 

5/10/89 

114.3 

CMR 

45.00 

5/25/89 

114.3 

CMR 

4.00 

5/25/89 

114.3 

CMR 

6.00 

5/25/89 

114.3 

CMR 

7.00 

5/25/89 

114.5 

CMR 

6.00 

5/31/89 

114.1 

CMR 

28.00 

SUBJECT 

Rates  for  Certain  Social, 
Rehabilitative  and 
Educational  Programs 
(Purchase  of  Service) 
Rates  for  Early 
Intertention  Program 
Services 

Rates  for  Day  Habilitation 
Program  Services 
Rates  of  Payment  to  Long 
Term  Care  Facilities 
Rates  of  Payment  to  Long 
Term  Care  Facilities 
Chiropractic  Services 
Rates  for  Certain 
Substance  Abuse  Programs 
Prospective  Rate 
Determination  for 
Intermediate  Care 
Facilities  for  the 
Mentally  Retarded  (ICF-MR) 
Hearing  Aid  Dealers 
Psychological  Services 
Homemaker/Home  Health  Aid 
Services 
Podiatric  Care 
Methodology  for 
Implementation  of  Medical 
Malpractice  Liability 
Compensation 
Home  Health  Agency 
Services 

Clinical  Laboratory 
Services 

Coordinated  Home  Health 
Care  Agreement 
Temporary  Nursing  Services 
Rates  for  Community  Health 
Centers 

Rates  of  Payment  for 
Mental  Health  Services 
Provided  in  Community 
Health  Centers  and  Mental 
Health  Centers 
Psychiatric  Day  Treatment 
Center  Services 
Rates  for  Certain 
Substance  Abuse  Programs 
Systems  for  Review  and 
Approval  of  Non-Acute 


Hospital  Charges,  Publicly- 
Assisted  Rates  of  Payment, 
and  Industrial  Accident 
Rates  of  Payment 

5/31/89  114.2  CMR  2.00  Rates  of  Payment  to  Long 

Term  Care  Facilities 

5/31/89  114.2  CMR  5.00  Prospective  Rates  of 

Payment  to  Long-Term  Care 
Facilities 

5/31/89  114.5  CMR  7.00  Rates  for  Early 

Intervention  Program 
Services 

5/31/89  114.5  CMR  8.00  Rates  for  Day  Habilitation 

Program  Services 

6/6/89  PCL-l  Participating  Clinical 

Laboratory  Agreement 
6/13/89  114.3  CMR  43.00  Hospice  Services 
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APPENDIX  C 
ADVISORY  RULINGS 


RULING 
AR-1-89 

AR-2-89 

AR-3-89 
AR-4-89 


ADVISORY  RULINGS  IN 

PETITIONER 

ROBERT  J.  MURPHY 
LANDA  &  ALTSHER 

LORETTA  F.  BENEDETTI 
SACRED  HEART  NURSING 
HOME 

GREGORY  J.  ACQUA 
JEWISH  REHABILITATION 

J.   WILLIAN  D.  GRADY 
LANDA  &  ALTSHER 


1989 

SUBJECT 

NURSING  HOME  REIMB . 
COST  BASIS 

STAFF  TRAINING 


PENSION  PLAN 


401(K)  PLAN 
CONTRIBUTIONS 


AR-5-89 


AR-6-89 


AR-7-89 


ROBERT  J.  MURPHY 
LANDA  &  ALTSHER 

JOHN  J.  KEENDA 
MULLEN  &  COMPANY 


JAMES  M.  PARTRIDGE 
GERALD  T.  RE ILLY  & 
COMPANY 


EDUCATIONAL  CONTRIB. 


MULTIPLY  HANDICAPPED 
SPONSPORED  BY  THE 
PROTEST.   GUILD  FOR 
THE  BLIND 

CHILD  DAY  CARE 
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ACME 

gOOKBIND)N6CO..INa 

JAN    5  W09 

100  CAMBRIDGE  STREET 
CHARLESTON,  MASS 


